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The farmer is in business to dispose of his 
crops. 
• The agent is in business to collect premiums. 

It is better for the farmer to be idle than to 
plow, sow, reap and harvest a crop, and then 
stop. 

It is better for the agent to save his time than 
to talk life insurance to a man and fail to get 
the man's signature to an application. 

The agent must understand how to explain 
life insurance; how to answer every question, 
and meet every objection; but he should use 
his knowledge only so far as it may be needed 
to write applications, collect premiums, and keep 
policies in force. 
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PREFACE. 

** I once heard of a juryman who, after listening with careful 
attention to the arguments in a long and complicated suit, said, 
"I understand all I have heard except two words that have been 
often repeated, namely, plaintiff and defendant." 

Give a man exact knowledge about life insurance, and a 
flood of light will illuminate his mind; and much that may 
have been obscure and useless, will become clear and useful. 

There are some agents who go through life with very vague 
ideas. It is true that they write applications ; but do they write 
as many as would be the case if they had more exact knowl- 
edge? 

You know a great deal about life insurance, but are you clear 
as to its fundamental principles? If in doubt, go into the infant 
class and learn your A. B. Cs. 

But it may be objected that the agent is a salesman and not a 
schoolteacher, and that too much learning may divert his at- 
tention from his legitimate business. And so it will if he uses 
his knowledge injudiciously. His province is not to tram actu- 
aries or manufacture experts, but to sell insurance. 

You must not tell all you know to every customer. Few ex- 
planations will be necessary in any one case. But you must 
have knowledge yourself. Why? Because it will make you 
more skillful; give you greater expertness in persuading a man 
to sign an application; make you more certain to deliver the 
policy, and more successful in collecting the premium and keep- 
ing the insurance in force. Hence this series of elementary 
lessons. 

William Alexander. 
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TO THE AGENT 

If you have a piano for sale and your cus- 
tomer is ready to buy, get his check and close 
the deal at once. 

Don't waste time playing on the piano or 
explaining its good qualities unless you can 
thereby expedite the sale. 

But remember that if you are an expert 
performer and know all about the mechanism 
of pianos your knowledge will, if used with 
restraint and judgment, facilitate quick sales. 

Thus it is if you are a seller of life insurance. 
Your business is to sell policies. Therefore, 
make only such explanations as will expedite 
your sales. 
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"Many think that neither knowledge of the 
business, nor industry, nor brains are needed 
to secure applications for life insurance. But 
if they will consider the conditions of success 
in any pursuit, they will perceive that man 
must learn how to do his work, whatever it 
may be." 
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A Primer for Agents. 



Part I. General Truths. 

1. Preliminary Explanations. Many people regard life 
insurance as an impenetrable mystery. Hence they make no 
effort to understand it. 

Besides this, the subject has been befogged by inadequate or 
confusing explanations ; but, as a matter of fact, it is a simple 
branch of everyday business, which can be explained as easily, 
and understood as readily, as the things that all business men 
are familiar with ; such as trade, manufacture, transportation. 

A simple method should be adopted — such, for example, as 
would be employed by a father in telling his son something 
about bridge-building. In the first instance, he would probably 
describe a wooden bridge resting* on piles or stone piers. After 
that, a stone bridge, supported by an ordinary arch (incidentally 
describing the principles of the arch). Then he* might de- 
scribe a suspension bridge and a cantilever bridge (explaining 
that every competent engineer can calculate accurately the 
weight-carrying power of the spans). But it would be folly 
for him to go into the complicated mathematical calculations 
which the constructing engineer would have to make; for in 
that case the pupil would soon find himself out of his depth, 
and the explanations, instead of instructing him, would con- 
fuse him. All such intricate and technical information would 
be useless to anyone who had not had preliminary training in 
mathematics and mechanics. 

Thus it is with life insurance : Any layman can be shown 
in a simple way what life insurance aims to do, and does. 

What Life Insurance Is. 

Life insurance is a branch of financial business, carried on by 
life insurance companies. 
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When properly organized and prudently conducted, such a 
company is, without exception, the safest of all financial insti- 
tutions. This is because of the stability of the foundations on 
which it rests. These are : 

1. The scientific principle known as the Law of Average, 
and 

2. The bedrock axiom that "In union there is strength" — 
the old fable of the bundle of sticks — the truth that a burden 
which would crush the individual may be easily borne by a 
multitude of individuals. 



Its Aim. 

What then is the aim of life insurance? 

It is to protect the individual at the expense of the many. 

How is this accomplished? 

It is accomplished by bringing together a multitude of people 
who agree to stand by one another — who promise that if one 
of them sustains a certain loss, the rest shall unite in repairing 
that loss. 

Life insurance serves a variety of useful purposes, but its 
chief province is to give support to the widow and her children 
after the death of the bread-winner, in a case where the bread- 
winner is without capital. 

As long as the bread-winner lives he expects to be able to 
support his family by means of his earnings; but if he dies 
these earnings will be cut off. Such a man standing alone 
would be powerless to protect his family ; and if he should ask a 
relative or friend to look out for them in the event of his death, 
he might not be able to discover anyone sufficiently benevolent 
to assume so heavy a burden. But if he associates himself with 
a multitude of men, all agreeing to pay something every year 
into a common fund, and all agreeing that the wives and 
children of those who chance to die shall be provided for out of 
that fund, the burden in each case will be very light. 

Now, such an association as this is precisely what a life in- 
surance company is, although, for convenience, the actual com- 
pany is given corporate form and is managed by expert officials. 
But, under a final analysis, the members of the association (i. e., 
the policyholders of the company) insure one another. 

The members join the association one by one, and drop out 
one by one ; and each one acquires a larger or smaller interest 
in the organization according to his needs or ability to con- 
tribute. Hence he is in a certain sense a customer. Neverthe- 
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less his relation is rather that of a silent partner in a business 
firm conducted for the benefit of its members, than that of a 
mere purchaser. 

The business of a life insurance organization,. if it should be 
conducted in the crudest possible way, would be carried on as 
follows : Upon the death of a member, the surviving members 
(having noted the amount of the deceased member's policy) 
would pass round the hat and make up the sum necessary. 
Thereafter, when a second death occurred, a similar collection 
would be made. And so on. 

But an up-to-date life insurance company (although based 
on this simple principle) is a highly developed and efficient 
business organization. 

As life insurance in its simplest form is designed to give sup- 
port to the families of the members who die, it is necessary to 
know how long the members will be likely to live, so as to find 
out how much each member ought to contribute. Now (as 
everyone knows) nothing is more uncertain than the life of an 
individual — the individual man may die tomorrow, or live for 
a long series of years. But the scientific principle known as 
the Law of Average has revealed the fact that the average 
length' of life of a multitude of individuals may be determined 
with substantial accuracy; and by studying this law, certain 
facts have been discovered which enable the life insurance 
company to determine how much money each member must 
contribute so as to secure the protection he desires. How all 
this is done, the following explanations will show.* 

2. Misapprehension. It is easier to teach a man the truth 
about something regarding which he knows nothing, than 
about something of which he has some general knowledge if 
that knowledge is inaccurate. 

In the former case he will receive clear impressions : in the 
latter case he can be taught nothing until the weeds of error 
have been rooted out of his mind. 

Have you any doubt about the accuracy of your knowledge ? 
If so forget what you think you know and listen carefully to a 
few accurate statements, and the whole subject will become 
luminous. 

•In the foregoing paragraphs I have tried to be simple, clear, and compre- 
hensive. But the novice should not feel disheartened if he finds them somewhat 
obscure. The explanations to be given hereafter must be comprehend^ before a 
distinct image of LIFE INSURANCE can be hoped for. But if the student 
sees fit to re-read these preliminary paragraphs after mastering the following ex- 
planations, I think he will find them clear and convincing. 
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A Mistaken View. 

3. How Ignorant People Regard Insurance. The ill in- 
formed man regards a life insurance company as a great shop, 
that sends out its drummers (or agents) to sell its wares. 
These wares are called "policies/' and must be paid for on the 
instalment plan (these instalments being called "premiums"). 
The policy is a promise to pay a round sum, such Sis $1,000, at 
some future. time. It is not unlike a railroad bond except that 
the date upon which it matures is not fixed. 

The purchaser must pay a small instalment every year as 
long as he lives, and the company will pay his family $ 1,000 as 
soon as he dies. 

Now this description is fairly adequate; but (as we shall see 
later on) is in certain respects misleading. Moreover, it gives 
no aid to the ignorant man who wishes to comprehend the 
philosophy of life insurance. 

Such a man sees that if he buys a policy and dies soon, the 
return will be large, and he concludes that in that case he will 
get the best of the company. He sees that if he lives long he 
will necessarily pay a large number of instalments, and con- 
cludes that the company will get the best of him.. 

If he buys such a policy it will probably be because the agent 
tells him that it will be a good thing for his wife and children. 
He sees that a round sum in cash at his death will be useful to 
his family, so he makes the purchase. When he tells his wife 
what he has done, she is puzzled and somewhat disturbed, be- 
cause her impressions regarding the transaction will be still 
more erroneous than his. She will conclude that the company 
has offered to do the impossible by attempting to give adequate 
compensation Jn money for the loss of a husband ; or by offer- 
ing a salve to heal her wounded spirit. The husband knows 
that this is not so, but he continues to be puzzled. He sees the 
advantage of the insurance if he dies prematurely. But he 
begins to wonder whether, if he lives long, the investment will 
not cost more than it is worth. 

He does not see how the company can afford to make so 
large a return if he dies soon, but that is not his concern. 
What concerns him is whether a company making such an ap- 
parently reckless promise can be conducted on a sound basis, 
and whether it is altogether safe to invest his money with it. 
However, he remembers that there are companies that have 
been in existence for a century and a half, and he has heard 
that insurance is based on absolutely sound foundations, and 
so his apprehensions are allayed. Nevertheless he continues 
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in doubt on another ground : He sees that the insurance com- 
pany (which to him is nothing more than a shop, established 
for the sale of certain wares) is run by a staff of officers and a 
board of directors, and he wonders whether they will not get 
the best of him in consequence of his ignorance of the business. 
They are sellers and he regards himself simply as a buyer. 
Sellers usually get the best prices they can obtain, and he feels 
very much as a man does who knows little about pictures but 
who has been offered a painting at a certain price by a dealer, 
and doesn't know whether the charge is fair or not. 

When it comes to the question of price, moreover, he is 
further puzzled because the instalment (or premium) which 
he must pay, if he buys what is called a "participating policy," 
does not represent the exact annual cost, for the company 
promises to pay him a "dividend" at the end of every year ; and 
the net cost each year will be the instalment he is called upon 
to pay, less this "dividend." But when he asks what the 
amount of the dividend will be, he is told that the amount will 
depend on future experience and cannot be foretold. 

What this dividend consists of he does not know, but he 
does know that the dividend on the stock of a bank or railroad 
company is a share of the profits earned, so he concludes that 
the "dividend" is his share of "profits." Consequently when 
he receives his first dividend, he will conclude that the company 
is successful and generous, if the dividend is big; but if it is 
small, he will regard the company as unsuccessful or stingy. 

Such a view about dividends is a jumble of truth and error 
which is confusing and misleading (as will be explained here- 
after). Here, it is only necessary to observe that mistaken 
notions about "dividends" account for many of the confused 
ideas that people have about life insurance. 

An Accurate View. 

4. How Insurance Ought to be Regarded. Now let us 

contrast all this with an exact statement of the truth. 

i. The company is not like a shop. It is not even a corpora- 
tion of the ordinary kind ; it is really a co-operative association. 

2. The policyholder is not merely a customer. He is more 
like a partner. As soon as he pays his first premium he be- 
comes a member of the association. The insurance company is 
more like a club than a shop. For just as the members of a club 
combine for mutual advantage, so the policyholders of a life 
insurance company are brought together for mutual protection. 

- 



3. A life insurance transaction is not (as some ignorant 
people have thought) a gambling venture, where those who 
die win, and those who live lose. On the contrary, life 
insurance counteracts the gambling element in life. It 
eliminates chance. This would not be so if the company should 
attempt to insure an isolated individual. That would be a 
gambling transaction. It would be a bet as to whether the 
man's life thereafter would be long or short. But what is un- 
certain regarding the individual is found to be certain regard- 
ing a great multitude of individuals. Statistics prove that a 
large number of men of the same age live on the average for 
an ascertainable number of years. And the whole fabric of life 
insurance is based on this fact. 

Thus it is that the company can pay a policy in a case where 
the purchaser dies prematurely. On that one transaction the 
company will lose, but if the man dies soon and pays little, 
some other man will live long and pay much, and the experi- 
ence of the company on the average will be satisfactory. 

4. The confused ideas which many people have about an 
insurance "dividend" is due to the fact that the name is mis- 
leading. An iiisurance "dividend" is not a share of profits in 
the ordinary sense : it is a "return premium." It is a return to 
the policyholder of the unused part of the premium paid to the 
company. (All this will be explained more in detail later on.) 

5. Just as people have an erroneous notion about an insur- 
ance "dividend" because the name is misleading, so they get 
false impressions about life insurance in general, because its 
name is misleading. It is not life that is insured, but some pro- 
duct of life. For example : A husband uses his earnings to 
support his wife. If he dies, these earnings will be cut off. 
His widow will then suffer the loss of the income which sup- 
ports her. As a safeguard against this danger, the husband 
goes to the insurance company, and the company agrees to com- 
pensate the widow for this loss by guaranteeing to pay her a 
sum of money sufficiently large to produce an income equal to 
the lost income. In such a case the income will be insured, not 
the life of either the husband or the wife. In such a case it 
would be better to call it Income Insurance, rather than Life 
Insurance. 

5. Indemnity. We talk of insurance as a protection 
against some loss, and in a certain sense it is ; but strictly speak- 
ing it is only an indemnification. It does not prevent loss ; it 
simply gives compensation for a loss that has actually been sus- 
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tained. This is true, not only of life insurance, but of all kinds 
of insurance. 

Consider a few illustrations: 

A man has a ship, and sends it to sea. It may go to the bot- 
tom ; so he insures it — or, to be exact, he gets a marine insur- 
ance company to insure it. That does not make the ship more 
seaworthy. Nor will it protect the owner against loss if the 
ship sinks. It will simply restore its money value. 

The fire insurance company does not protect a house against 
fire. It simply promises that if the house burns down the 
owner shall recover enough money to rebuild it. 

So with life insurance. Its province is to repair some loss. 
But what loss ? Not life, for that can never be restored. Nor 
does it give a widow a new husband. It simply restores the 
value of something which she is incidentally deprived of at the 
time her husband dies. Such as his support — the fruits of his 
labor — the income which he cannot longer provide, etc. 

i 

But is the insurance company a dispenser of charity? Is it 
like an asylum that offers shelter to a homeless, penniless, de- 
fenseless woman? No. A life insurance company is a busi- 
ness organization, and conducts its affairs on strictly business 
principles. But how can this be in a case where the company 
gives, for example, $10,000, to a widow whose husband has 
paid only a few hundred dollars to the company? To answer 
this we must reassert and emphasize the important truth that 
an insurance company is not an ordinary corporation. It is a 
co-operative association. The policyholders are the company 
and insure one another. The failure to recognize this distinc- 
tion explains much of the confusion of thought about life in- 
surance. 

That people should get an erroneous impression is natural ; 
they see that the company is run by a board of directors and a 
staff of officers and assume that these officials own the com- 
pany, or are at least in supreme control and have a right to 
conduct the business in whatever way they see fit. But this is 
not the case. It is true that the management of the company's 
affairs must be entrusted to expert officials ; but they are not 
independent of the policyholders. On the contrary, they are 
the representatives of the policyholders. Hence it is the duty 
of these officials to conduct the affairs of the company solely 
in the interests of the members who furnish the money with 
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which the business is carried on, and who, by associating them- 
selves together, protect themselves. 

This fundamental principle on which every such company is 
based may be illustrated by an example drawn from another 
branch of insurance : 

"Insurance protects the individual at the expense of the many. Take 
the case of a man 1 whose only possession is a ship worth $3Q»ooo. If 
the ship sinks, he is ruined. But if .he.js one of an association of three 
thousand ship owners, who have agreed to share their .losses equally, 
his ruin will be averted. Each of his associates will come to his rescue. 
His $30,000 will be restored at a cost to him of the nominal sum of $10, 
and at a cost to each one of his associates of the nominal sum of $10. 

"Here we have, vaguely expressed, the idea upon which marine in- 
surance is based. 

"Now let us suppose that these ship owners, having their private 
affairs to attend to, should induce certain competent outsiders to es- 
tabl'sh a company to manage this business for them. Then we should 
have a marine insurance company."* 

Co-operation is the essence of insurance of all kinds. As it 
is in marine insurance so it is in fire insurance. All the policy- 
holders contribute to a common fund, and that fund is utilized 
to pay the losses. Thus it is in life insurance : Each policy- 
holder makes an annual contribution to the assets of the com- 
pany, and from the assets thus accumulated the death claims 
are paid as they mature. 

6. derm of Life Insurance. Life insurance is utilized in 
many ways, but we shall, for the present, confine our attention 
to the kind of insurance which a husband procures to protect 
his wife, under what is called an ordinary life form of policy. 

For such a policy the husband must pay a "premium" of so 
much a year as long as he lives, and as soon as he dies the com- 
pany will pay the "insurance." 

This kind of insurance is based on a principle as old as civili- 
zation itself, as the following extract clearly indicates : 

"If we glance at the constitution of the most primitive of families 
we shall come upon the germ of life insurance. 

"Consider the case of three young men, sons of one father. They 
are all well able, while living, to take care of their dependents; but if 
death should come to one of them, the widow and children of that one 
would be left destitute. So the brothers agree that in the event of the 
death of one, the other two shall care for that one's family. 

"The idea of thus associating the members of a single family for 
mutual protection naturally suggests a similar combination among the 



* From "The Life Insurance Company" by William Alexander, copyrighted and 
published by D. Appleton & Co., 436 Fifth Avenue, New York. I shall from time 
to time in the following pages quote from this book with the kind permission of 
the publishers. 
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friends and neighbors in a community. Note the workings of such an 
association. Those who survive will still be able to work, and still be 
able, consequently, to lay aside from year to year a part of their earn- 
ings. Nor will the family of the man who dies first secure an undue 
advantage. We must assume that the original agreement was recip- 
rocal, and made at a time when it was impossible to foresee the fate 
of the individual members of the association. Each member had 
practically said to each of his fellows, 'I bind myself to contribute to 
the support of your family if you should die before me, in consideration 
of your making a similar pledge to me.' And the fulfillment of such a 
pledge would not carry with it any taint of dependence. It would be 
the fulfillment of a straightforward business obligation; and the 
widow of a dead member would receive support, not as a matter of 
charity, but as a matter of right. w * 

From the imperfections of such an association it is easy to 
trace the gradual adaptation of the life insurance principle to 
the varying needs of civilized men, and its final establishment 
on a scientific basis. 

Thus the evolution of modern life insurance is explained. 
And to-day the man who wants insurance does not find it 
necessary to gather a number of people together and per- 
suade them to help him bear his burdens. He can go to a fully 
equipped insurance company and secure membership in it as 
readily as he could open an account in a bank or engage pas- 
sage on an ocean steamer. More easily, in fact, for the agent 
will save him all trouble and arrange every detail. 



• From "The Life Insurance Company," D. Applcton & Co., N. Y. 



The traveler must have a guide book, but he 
need not visit every place referred to in it. 

A surgeon must have his instruments, but 
he uses only one at a time, and sometimes uses 
none of them. 

The agent must know all about life insurance, 
and the company he represents, but as a rule 
one argument or a mere offer of the policy 
will suffice. Don't waste your ammunition. 
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Part II. Fundamental Principles. 

7. Law of Average.* All insurance is based on what is 
called the law of average. This law may be explained most 
readily by a few simple illustrations. 

If you pitch a penny three times it may come up heads every 
time. But it would be a very hasty generalization to conclude 
from this that a tossed penny will always come up heads. 
Everyone knows that if we toss a coin a number of times tails 
are as likely to come up as heads. And if we toss it a suffi- 
cient number of times to give the law of average the oppor- 
tunity of working smoothly, the uniformity of the result will 
be remarkable. For example, if we toss the coin 20,000 times, 
we may feel reasonably sure that heads will come up 10,000 
times, and tails 10,000 times, if the experiment be fairly tried. 

These are familiar truths, but it is not so well known that the 
law of average applies also with substantial accuracy to what 
are seemingly the most eccentric of happenings. Sometimes^ 
for example, the sender of a letter forgets to put a postage 
stamp on the envelope. The attempt to apply any fixed law to 
such an accident will, at first blush, seem preposterous, but ex- 
perience proves that in a great central office where millions of 
letters are posted, the proportion that will be unstamped in a 
given year can be predicted with some degree of accuracy. 

8. Law of Mortality. The law of average when applied 
to the duration of human life is called the law of mortality. 

Charles Babbage, who wrote with authority on actuarial 
matters a century ago, said : "Nothing is more proverbially un- 
certain than the duration of human life when the maxim is ap- 
plied to an individual, but there are few things less subject to 
fluctuation than the average of life in a multitude of individ- 
uals." And Dr. Southward Smith, another authority, went so 
far as to say that "Mortality is subject to a law, the operation 
of which is as regular as that of gravitation." 

It is this uncertainty in the case of the individual that makes 
life insurance expedient; it is this certainty in the case of a 
multitude of individuals that makes it possible and safe. 

i. - v * 

* Some of .the* matter i n$n£diately following is taken (in condensed form) from 
"The Life Insurance Ccmpttny," D. Appleton & Co. 
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By carefully studying this law of average as applied to the 
duration of life, accurate statistics were gradually gathered and 
tabulated, and finally what are called tables of mortality were 
successfully constructed. 

9. Mortality Table. If we group together a large number 
of persons, normally situated, and follow their history, we shall 
find that the rate at which they will die can be predicted with 
substantial accuracy. 

This may be illustrated by any reliable mortality table. 

By means of the mortality table the insurance company dis- 
covers what it must charge. Such a table gives statistics on 
which an accurate price list can be based. 

A company organized to insure an isolated individual would 
have no means of determining the correct amount to charge 
him for his insurance. He might pay one premium and live 
for a day or two and then die ; or he might not die until after 
paying premiums for 50 or 60 or 70 years. Nor could a com- 
pany compute an accurate rate for 100 persons, or even for 
1,000 persons. Why? Because, in dealing with such small 
numbers, no opportunity would be given for the law of aver- 
age to work accurately. In framing a table of mortality, there- 
fore, it is usual to start with a very large number of persons. 

THE AMERICAN EXPERIENCE TABLE OF MORTALITY.! 



Com- 


No. Sur- 


Deaths 


Com- 


No. Sur- 


Deaths 


Com- 


No. Sur- 


Deaths 


pleted 


viving at 


in Each 


pleted 


viving at 


in Each 


pleted 


viving at 
Each Age. 


in Each 


Age. 


Each Age. 


Year. 


Age. 


Each Age. 


Year. 


Age. 


Year. 


10 


100,000 


749 


40 


78,106 


765 


70 


38,569 


2,391 


11 


99,251 


746 


41 


77,341 


774 


71 


36,178 


2,448 


12 


98,505 


743 


42 


76,567 


785 


72 


33,730 


2,487 


13 


97,762 


740 


43 


75,782 


797 


73 


31,243 


2,505 


14 


97,022 


737 


44 


74,985 


812 


74 


28,738 


2,501 


15 


96,285 


735 


45 


74,173 


828 


75 


26,237 


2,476 


16 


95,550 


732 


46 


73,345 


848 


76 


23,761 


2,431 


17 


94,818 


729 


47 


72,497 


870 


77 


21,330 


2,369 


18 


94,089 


727 


48 


71,627 


896 


78 


18,961 


2,291 


19 


93,362 


725 


49 


70,731 


927 


79 


16,670 


2,196 


20 


92,637 


723 


50 


69,804 


962 


80 


14,474 


2,091 


21 


91,914 


722 


51 


68,842 


1,001 


81 


12,383 


1,964 


22 


91,192 


721 


52 


67,841 


1,044 


82 


10,419 


1,816 


23 


90,471 


720 


53 


66,797 


1,091 


83 


8,603 


1,648 


24 


89,751 


719 


54 


65,706 


1,143 


84 


6,955 


1,470 


25 


89,032 


718 


55 


64,563 


1,199 


85 


5,485 


1,292 


26 


88,314 


718 


56 


63,364 


1,260 


86 


4,193 


1,114 


27 


87,596 


718 


57 


62,104 


1,325 


87 


3,079 


933 


28 


86,878 


718 


58 


60,779 


1,394 


88 


2,146 


555 


29 


86,160 


719 


59 


59,385 


1,468 


89 


1,402 


30 


85,441 


720 


60 


57,917 


1,546 


90 


847 


385 


31 


84,721 


721 


61 


56,371 


1,628 


91 


462 


246 


32 


84,000 


723 


62 


54,743 


1,713 


92 


216 


137 


33 


83,277 


726 


63 


53,030 


1,800 


93 


79 


58 


34 


82,551 


729 


64 


51,230 


1,889 


94 


21 


18 


35 


81,822 


732 


65 


49,341 


1,980 


95 


3 


3 


36 


81,090 


737 


66 


47,361 


2,070 


96 








37 


80,353 


742 


67 


45,291 


2,158 








38 


79,611 


749 


68 


43,133 


2,243 








39 


78,862 


756 


69 


40,890 


2,321 









f This is selected because it is the one which has been used most frequently by 
American companies. 
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The foregoing table starts with 100,000 children, each 10 
years old. Now it would be easy to show how much it would 
cost to insure the lives of these 100,000 children. But as few 
people are insured in early life, I shall illustrate the use of the : 
mortality table by selecting an older age, such, for example, 
as 5S. 

EXAMPLE. 

Let us assume then that the 60,779 persons who (according 
to the table) attain the age of 58 decide to associate themselves 
together to insure one another for $1,000 each, for one year. 

If we make no allowance for interest, and assume that the 
business could be conducted without expense, we shall find that 
each member must pay $22.94. Here is the proof : 

The table shows that, of the 60,779 persons forming this as- 
sociation, 1,394 will die before the end of the year. Hence the 
association must pay 1,394 policies of $1,000 each, namely, 
$1,394,000. This is the amount which must be contributed by 
-the 60,779 members. And the share which each individual 
must pay will be discovered by dividing $1,394,000 by 60,779. 
($1,394,000 -f-60,779 = $22.94). 

If we assume that the survivors determine to insure one an- 
other for another year, each member must contribute $24.72, 
for there will be 1,468 deaths, and $1,468,000 must be provided. 
($1,468,000 -r- 59,385 = $24.72). 

If the insurance should be continued for a third year, the 
charge in' each case would be $26.69 \ anc * if continued for a 
fourth year, $28.88. 

Thus it will be" seen that if the cost of granting insurance is 
computed from year to year; that is to say, if the charge is 
computed separately for each year, the premium will show an 
annual increase. The charge will be small at first, because 
deaths will be few in an association of young men, but as men 
grow older they die more rapidly, and the cost will necessarily 
increase from year to year. 

This method of computing premiums is called the natural 
basis. But it is not often utilized. 

10. Interest. In the foregoing explanation I have for sim- 
plification ignored interest and expense. But it is the practice 
with life insurance companies in fixing premium rates to make 
a deduction for interest, and to add a charge for expenses. 

It is known that the money received by the company will be 
invested, and will earn interest, and it is only fair that some al- 
lowance should be made to the policyholder on this account. 

11. Net Premium. It is usual, therefore, to reduce the 
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charge by ttiakingja deducticm for interest, 3pd whf*i -this rhas 
been done, we have wh#t is called the net premium. This is the 
rate which it would be proper to charge if .{he business could 
be transacted without expense, and.ifithe cosip^y cotjld be 
protected against the possibility ,of loss pr depreciation in 
values. 

12. Expenses. But no businessican.be conducted without 
expense. Hence, it ismecessary toxincwase the rnet premium by 
adding a sufficient amount to provide for expenses and con- 
tingencies. 

13. Loading. This addition is.called the hading, and when 
the .loading has been added to the net premium we have what 
is called the gross premium — the actual .amount which the com- 
pany must charge. 

14. dross Premiums. Every company issues to its agents 
a -rate book giving the gross premiums jfor each kind of -policy, 
$t every age; and this book is one qf the firstthiugs which the 
agent must familiarize himself with before starting Qut to 
solicit insurance. 

15. Single Premium. I have stated that insurance is 
not often issued on the natural basis. There is another plan 
called the single premium plan. The proper charge for this 
kind of policy is derived, like the natural premium, from the 
qiotfality table; but haying proved th# the natural r^te can 
readily be derived from.the table, itjs not necessary to dem- 
onstrate the fact that the single premium can thus be deter- 
mined with equal accuracy. The computation will be found in 
other publications * 

16. Level Premium. Single premium policies are rarely 
applied for. Most of the insurance issued by most. of the com- 
panies is written on a third. plan, called the level premium plan. 
The rate for this .kind of insurance is determined by finding 
what uniform annual charge will yield to the company on the 
average just as much as it would receive if ithe charge were 
made on the natural basis or on the single premium basis. The 
novice will naturally conclude that this rate may be most 
readily obtained by averaging the natural premium rates, be- 
cause the natural premiums are payable annually; but this does 
not happen to be the case : the level annual rate is derived by 

•Such as "The Life Insurance Co.," Appleton & Co., 436 Fifth Ave., N. Y.; 
"The Successful Agent" Spectator Co., 135 William St., N. Y., or any elementary 
treatise on the mathematics of life insurance. 
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finding an equivalent for the single premium. All this is ex- 
plained in other publications.* It is only necessary to say here, 
that the single premium rate and the level annual rate (al- 
though involving more complicated computations) can be de- 
termined as readily as can the natural rate, by means of a mor- 
tality table. 

17. Reserve. It will be seen from the foregoing explana- 
tions that since it costs more to grant insurance at older ages 
than at younger ages, the practical result of charging a level 
premium will be this : The company must charge more than is 
necessary during the earlier years, and is able consequently to 
charge less than is necessary during the later years. And this 
is the course actually followed. The practical result is that the 
company accumulates a fund during the earlier years to be used 
in making up deficiencies later on. 

Now the fund thus accumulated forms what is called the 
reserve. 

The total reserve of a company is the sum of the reserves 
accumulated on the individual policies. This reserve must be 
carefully guarded. If all risks assumed by the company should 
remain in force until their final maturity the whole of this re- 
serve would be needed to help pay the claims. (As a matter of 
fact, all the policies are not kept in force until maturity. Some- 
times a man decides to stop paying premiums. In such a case 
the company- is able to return him the whole, or a part of, the 
reserve that has been accumulated up to that time on his 
policy ; for if the policy is canceled, the necessity of maintain- 
ing this reserve in that particular case will be done away with.) 

18. Financial Statement. If any man familiar with bal- 
ance sheets examines the financial statement of a life insur- 
ance company he will find only two things in it that he will not 
understand. In the first place he will not know what the re- 
serve consists of (unless it is clearly explained to him) and in 
the second place, if he compares the company's insurance obli- 
gations (i. e., the amount of the insurance in force) with the 
item headed "Total Liabilities" (which includes the reserve), 
he will observe that the amount of the former is larger than the 
amount of the latter. Indeed, he will see that the amount of 
these obligations is greater even than the total assets of the 
company. He will wonder how this can be ; and will, perhaps, 
conclude that he has detected a blunder. But he will find that 
no blunder has been made. 

I have already stated what the reserve consists of, and what 



' See note on previous page. 
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it is for. Now, the reserve reported in the financial statement 
of an insurance company represents only the present insurance 
liability of the company. That is to say, it is the amount of 
money which, together with the premiums to be paid hereafter 
and the interest to be earned hereafter, will be required for the 
payment of all outstanding policies as they mature. If all the 
outstanding policies were to mature instantly the reserve would 
be inadequate. But the policies of a life insurance company do 
not mature all at once; they mature gradually. Hence it is 
only necessary for the company to have a reserve which will be 
sufficient (according to the mortality table) to meet such por- 
tions of the future claims as will not be provided for by future 
premiums and future interest earnings. 

The reserve is sometimes called the Re-insurance Fund, be- 
cause, if a company should decide to transfer its business to any 
other company, the other company could afford to "assume its 
risks" in consideration of receiving this reserve ; for the reserve, 
as we have seen, together with future premiums and future in- 
terest, would be sufficient to pay all future claims. 

Observe that the reserve of a life insurance company rep- 
resents its present insurance liabilities only. As the sole busi- 
ness of an insurance company is the insurance business, it 
necessarily follows that the reserve represents the bulk of its 
liabilities. But every company has some additional obligations, 
and by adding these to the reserve we find the total liabili- 
ties of the company. 

19. Assets, Liabilities, Surplus. In the financial state- 
ment of an insurance company there are three conspicuous 
items, (i) The Assets. (Namely the entire property or pos- 
sessions of the company). (2) The Liabilities. (The entire 
present obligations of the company) and, (3) The Surplus. 
(The difference between assets and liabilities). 

The surplus of an insurance company (like the surplus of 
any other corporation or individual) represents the amount of 
assets over and above its obligations. Like every other corpo- 
ration, a life insurance company must have a surplus to pro- 
tect it against loss, accident, or depreciation in the value of 
assets. And, other things being equal, the larger the surplus 
the stronger the company. 

The chief necessity for a surplus, therefore, is to give the 
company stability — to guard it against every danger ; to protect 
its policyholders permanently against injury or loss. But it 
has a second use : As it is what is left over after providing 
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for all fixed obligations, it constitutes a fund from which "re- 
turn premiums" or "dividends" may be paid to policyholders. 
Part of the surplus accumulated must be held for the protec- 
tion of the company as a whole. The rest should be paid to its 
policyholders in dividends, to reduce the cost of their insurance. 

20. Sources of Surplus. Where does the surplus of an in- 
surance company come from? If a company's charges are not 
higher than they ought to be how is it that there is any surplus ? 
How does it happen that the assets are more than sufficient to 
meet all liabilities ? 

The answer is not far to seek. 

i. Policyholders are overcharged temporarily. It cannot be 
known in advance exactly what it will cost the company to meet 
its insurance obligations. Hence the net premium ( See Section 
Eleven) is "loaded," (a) to provide for expenses and contin- 
gencies; and (b) to establish a surplus fund for the general 
protection of members. But at the end of each year* the com- 
pany gives each policyholder a return premium or dividend — 
his share of the over-payments that have been made. These 
over-payments constitute the bulk of the surplus. 

2. Surplus is sometimes called "profits" This is misleading, 
for, as we have just seen, surplus consists chiefly of the over- 
payments made by policyholders. But it does include any 
profits that are earned, (i) On the Company's Investments; 
(2) From Mortality Savings; (3) From Interest Savings, 
and (4) from Expense Savings. 

No comment need be made regarding the first source of 
profit recorded above : the others need some explanation. 

21. Mortality Savings. A mortality table shows the aver- 
age death rate of people who are normally situated. But as the 
policyholders of a life insurance company must be approved by 
a physician, and are what are called "selected risks," every com- 
pany expects that its members will not die as rapidly as the 
figures in the mortality table indicate. And if this expectation 
is realized a saving results, and the profit from that saving may 
be credited to surplus, and if the surplus is thus increased divi- 
dends may be correspondingly increased. 

* Provided the policies are issued on the Annual-Dividend Plan. 
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22. Interest Savings. We have seen that a company in 
fixing its premium charges makes an allowance for interest. 
Now, no company can tell in advance the average rate of inter- 
est which it will earn. And, as many insurance contracts neces- 
sarily run for a long series of years, it is evident that the com- 
pany must be conservative in determining the amount of in- 
terest which it can safely credit to policyholders in advance. In 
determining the rate to be allowed, the company must take into 
consideration its past experience; the past experience of other 
porporations, and the probabilities of the future. Even then 
it would not be safe to credit policyholders with the full amount 
of interest hoped for, because no one can foretell the future with 
absolute certainty. Hence it is now the usage of the best com- 
panies to assume that 3 per cent, will be realized. And when 
this is the rate adopted, the company is said to compute its 
premium rates on the 3 per cent. Standard. Heretofore the 
companies have earned more than 3 per cent., and it is expected 
that they will earn more than 3 per cent, hereafter, and what- 
ever excess over 3 per cent, is realized will constitute an item 
of profit which will increase surplus, and will justify larger 
dividends to policyholders than would otherwise be the case. 

23. Expense Savings. In establishing premium rates the 
same course is adopted in reference to expenses that is adopted 
in reference to interest. The company scrutinizes the expe- 
rience of the past, and seeks to arrive at accurate conclusions 
as to the probable experience of the future. It then decides 
upon a percentage to be added to the net premium as a loading 
for expenses and contingencies, and that loading must be clearly 
adequate or the company will not be able to meet in full its 
future obligations. To be safe beyond all peradventure, there- 
fore, it is necessary that the loading shall be more, rather than 
less, than will be needed. This being so, if the company is con- 
ducted prudently, there will be a margin of saving under normal 
conditions, and that margin will be credited to surplus and will 
enable the company to pay larger dividends to policyholders 
than would otherwise be the case. 

N. B. — Formerly profit was derived from surrendered 
policies. Now surrender values are so liberal that it is to be 
feared that before long this will become the source of actual 
loss to continuing policyholders. 
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24. THE SAFETY OF LIFE INSURANCE. 

The foregoing explanation shows that there is nothing ar- 
bitrary about life insurance premiums ; that there is no guess- 
work about the rates charged ; that it is no harder to discover 
a proper charge for an insurance risk (or rather a charge which 
shall secure satisfactory average returns on a multitude of 
risks) than to discover a fair charge for any other article of 
.merchandise. 

The basis of every such charge is the law of mortality as ex- 
emplified in a trustworthy mortality table. And the other ele- 
ments that go to make up the computation are so dealt with that, 
a proper charge for an insurance risk (or rather a charge which 
cannot be accurately determined in advance, a safe allowance 
for unexpected but possible fluctuations is made. And, when, 
the business is conducted on the "participating plan," any tem- 
porary injury which policyholders might suffer from an over- 
charge on the part of the company is rectified by appropriate 
returns from time to time in the shape of return premiums or 
dividends. 
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Part III. Recapitulation 

of the Truths Thus Far Established. 

25. Summary. We have seen that a life insurance com- 
pany is a cooperative association, and is more like a club than a 
shop. Its policyholders are not simply purchasers; they are, 
to all intents and purposes, partners. 

The company is managed by officers and directors, but they 
act as the representatives of the policyholders. The policy- 
holders are the company, and contribute the funds with which 
its business is carried on. 

Every member pays a certain premium each year (the charge 
being larger or smaller, according to the age of the member 
when he joins, the amount of insurance taken, and the kind of 
policy selected). 

Each member pays his proper share per annum; and, al- 
though some will die soon and pay less, others will live longer 
and pay more. Hence on the average sufficient money to pay 
all policies as they mature will thus be contributed. 

There is no guess-work about this business. It is founded 
on scientific principles and common sense. 

Premiums are graded in accordance with a fixed law, called 
the Law of Average. This law, when applied to the duration 
of life, is called the Law of Mortality ; and tables of mortality 
are constructed to illustrate the workings of this law. 

Premiums are computed as follows : ( I ) The proper charge 
in each case is determined from the Table. Then an allowance 
is made for interest (producing the net premium). Then a 
charge is made for expenses and contingencies. 

The result is the gross premium — the correct charge for the 
company to make. 

A little more than is necessary is charged in each case, in 
order that the company may be permanently secure beyond all 
peradventure. But in the long run members will get their in- 
surance substantially at cost, because the company must restore 
to them, from time to time (in "return premiums" or "divi- 
dends") such over-payments as have been made.* 

* A company that issues "participating policies"— that does its business on what 
is called the "mutual" plan — is here described. See page 60. 
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The actual cost of insuring a man, year by year, increases 
annually ; but it is not usual to charge an increasing premium ; 
in general practice the companies charge a level premium (ade- 
quate on the average, because larger than is necessary at first, 
although less than is necessary later on). 

A fund consisting of the total contributions of all members 
constitutes the Assets of the company. This fund is invested 
and yields interest. 

A certain portion of the Assets is called the Reserve. 
This consists of those portions of the premiums paid on policies 
while they are young which are in excess of present needs, but 
which will be needed, later on, to sustain the same policies when 
they grow older. This Reserve, then, is the fund which (when 
increased by future interest and future premiums) will be ade- 
quate to pay all outstanding policies. 

After all other debts and obligations are added to this Re- 
serve we have the total Liabilities. 

And the difference between Assets and Liabilities is the 

Surplus. 

We have seen that the premiums charged (on whatever basis 
they are computed) are a little larger in all cases than is neces- 
sary. Prudence demands this. When, later on, the actual cost 
of carrying the risks has been determined, the unused margins 
are credited to Surplus. And the Surplus of an insurance 
company consists chiefly of these margins, although such profits 
as may be realized in conducting the business are also credited 
to Surplus. 

Surplus, then, is simply a fund consisting of all the com- 
pany's extra or surplus assets. It is the fund from which "re- 
turn premiums" or "dividends" are paid to policyholders — the 
only fund from which dividends can be legitimately paid. 

But the Surplus has another use which is even more impor- 
tant : It gives financial strength to the company. It protects 
the members in case of depreciation in the value of assets, or 
losses due to excessive mortality, or waste or loss of any kind. 
Hence, although the company may, and does, pay out surplus 
every year, it must never distribute all its surplus. It must keep 
a certain proportion on hand as a safety fund. 

It should be carefully noted that some companies split their 
Surplus up into different items, and give new names to these 
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items, such as "Contingent Reserve," "Dividend Reserve/' 
"Guarantee Fund," etc. But whatever it is called, surplus is 
surplus as long as it has not been actually apportioned in divi- 
dends to policyholders, and as long as it can be used to repair 
shrinkage or loss in the assets of the company. 

It is as easy to appraise the Assets of an insurance company 
(so as to determine their total value) as it is to appraise the 
assets of any other financial organization. It is easy also for 
any competent actuary to determine accurately the amount of 
the company's Reserve (the total reserve being simply the sum 
of the reserves accumulated on the individual policies). The 
other liabilities of the company (usually small in amount) are 
then added to the Reserve. This (a simple matter of addition) 
is necessary to discover the Total Liabilities. Then we find 
the Surplus by simply subtracting Total Liabilities from 
Total Assets. 

When these computations have been made, the exact financial 
condition of the company is revealed. If the liabilities exceed 
the assets then the solvency of the company has been impaired. 
If the liabilities are equal to the assets then the company is 
barely solvent. If the liabilities are less than the assets then 
there will be a surplus, and the financial strength of the com- 
pany will be measured by the amount of that surplus. 

Note. 
These facts are of great importance to the agent ; for when 
he learns that the strength of an insurance company can be 
measured as accurately as that of a bank or trust company, and 
can be clearly revealed to the public from year to year or from 
quarter to quarter, he will be in a position to offer insurance 
with supreme confidence; provided he represents a company 
whose financial strength can be demonstrated by these simple 
tests. 



If you make your bread and butter by selling auto- 
mobiles the more you know about automobiles the better. 
But don't waste any of your knowledge. Use it only so 
far as it will help you to make sales. 

If you are a life insurance agent the more you know 
about life insurance the better. But the more economical 
you are in using that knowledge the more insurance you 
will sell. 
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Part IV. A Caution to Agents. 

26. Parenthetical Note. The fundamental principles of- 
life insurance have now been explained, and we must hasten to 
examine the tools which the agent uses.* But just here a neces- 
sary caution must be reiterated : 

These explanations are for the enlightenment of the agent; 
to give him a clear mental picture of the principles on which the 
business rests. Little of this information can be utilized in his 
conversation with customers. Usually, all the customer wants 
to know is : 

i. What form of policy will suit him best. 

2. What it will cost. 

3. What it will do for him. 

Why, then, should the agent trouble himself about funda- 
mental principles and scientific facts ? For two reasons : 

1. It will give him clear understanding, skill, and efficiency, and 

2. It will enable him to answer clearly and convincingly any question 
that an individual customer may. ask. If he is ignorant his answers 
will expose him ; his influence will be lost, and the application will not 
be signed, 

* Other matters needing explanation will be dealt with later on. 



Know everything worth knowing about your 
business, but don't tell all you know. 

Be concise. Say the right thing and thep 
stop. Many a man has been talked into a 
trade and then talked out of it. 
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Part V. The Agent's Tools. 

27. Province Of The Agent. We have seen that a life 
insurance company is an association of members. But the 
members do not join it voluntarily. So the officers of the com- 
pany secure the services of agents (men or women) who be- 
come solicitors or canvassers, and go forth to persuade 
people to apply for membership. 

There are several reasons why people do not seek membership 
voluntarily : 

i. They do not think it necessary to take the initiative because they 
have the impression that sooner or later an agent will come to them 
and save them all trouble; or 

2. They are heedless or busy, and so procrastinate; or 

3. They are reluctant to spend money for something which will yield 
only a future return; or 

4. They are short of cash, and prefer to wait "until a more con- 
venient season;" or 

5. They do not clearly recognize the value of insurance— do not 
know how greatly they are in need of it; or 

'6. If they recognize the need, they do not realize the danger of 
delay. 

Now it may be a pity that people thus hold back ; but as that 
is their habit, the only recourse is to send agents after them to 
explain the advantages of membership, and to show them that 
they may cease to be eligible for membership at any moment. 

How, then, is the agent to prepare himself for his work? 
Well, he may proceed as follows : 

1. Familiarize himself with what may be called the certificate of 
membership— the contract of insurance — the policy. 

2. Look over his price list (i. e., his book of Premium Rates). 

3. Learn how to fill up the application for membership (i. e., the 
proposal blank— called the application). 

4. Post himself in a general way regarding the regulations under 
which the company will authorize him to sell insurance for it, and the 
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manner in which his work must be done and accounted for. (Usually 
the company issues a book of rules and instructions, as a guide for its 
canvassers.) 

28. Policy. For the present, let us continue to study one 
form only — the form already selected for explanation, namely, 
the Ordinary Life Policy taken by a husband to provide support 
for his widow after his death. 

The policy is a contract, the body of which is in type, with 
spaces left for names, dates and figures, which vary in each case. 

There are two parties to this contract — (i) the company 
granting the insurance', and (2) the person on whose life the 
insurance depends. (Called the Insured.) 
-The agent negotiates the contract, and saves the Insured 
(who is called the Applicant until after the contract takes 
effect) all trouble and annoyance. But the agent is not a party 
to the contract. 

There is another person who is interested in the transaction, 
namely, the wife of the insured (who is called the Beneficiary). 
But although she is the person who receives the money when 
the policy matures, she is not, strictly speaking, a party to the 
contract. 

29. Premium. Let us assume that a man, whose age at 
his nearest birthday is 35, wishes to leave $1,000 to his wife 
at his death. In such a case it will be necessary for him (the 
Insured) to pay the company in advance the sum of $28.11,* 
which is the level premium for $1,000 of insurance for one year. 

The policy is, in effect, a receipt for this first payment, and 
stipulates that a like sum must be paid annually thereafter by 
the Insured during the remainder of his life. In consideration 
of this, the company agrees that, immediately upon the death of 
the Insured, or, to be more exact, as soon as the Beneficiary 
submits adequate evidence of the fact that her husband is dead, 
the company shall deliver its check for $1,000 to the widow. 

The policy is signed by two executive officers of the company. 

If the policy is entrusted to the agent for delivery, he is 
authorized to give it to the Insured in exchange for the first 
premium. And as soon as the premium has been paid, and the 
Insured is in possession of the contract, the insurance will be 
in force ; and if the Insured dies that day, or the next day, or at 
any time before the end of the year, the policy will mature ; and 

* The rates charged by different companies vary to some extent, but the vari- 
ations are slight. 
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nothing further will be due to the company. On the other 
hand, $1,000 must then be paid by the company to the widow. 

At the expiration of the first year (if the Insured is still 
alive) a second premium of $28.1 1 must be paid, or the insurance 
will lapse. If the second premium is paid, the insurance will 
be in force for a second year ; and if death occurs during that 
year, $1,000 must be paid by the company. If the life of the 
Insured continues, he must continue to pay the premium from 
year to year as long as he lives, and when he dies the company 
must pay $1,000 to the widow. 

30. Medical Examination. But a willingness on the part 
of this Applicant to pay $28.11 is not all that is necessary. He 
must secure, so to speak, membership in the company; and a 
willingness to pay the price does not necessarily entitle a man 
to this membership. The company is only willing to enter 
into the contract if the Applicant is a healthy man; and is 
engaged in a reasonably wholesome employment; and resides 
and expects to remain in a region where his life will not be in 
imminent danger. Hence he must announce his occupation, 
state where he lives, and report whether or not it is his inten- 
tion to remove to, or travel in, any specially unhealthy region. 

Besides this, in order that the company may form an intelli- 
gent opinion regarding his physical condition, he must have an 
interview with some physician duly authorized by the company 
to make examinations for it. The agent must introduce the 
Applicant to the physician selected to make the examination, 
and must then withdraw. 

The examination is not the serious ordeal that ill-informed 
people sometimes suppose. The physician will scrutinize and 
talk to the Applicant, will sound his lungs, listen to his heart, 
and gather such additional information as may be needed to 
enable him to make an intelligent written report to the com- 
pany regarding the case. 

Just here the Applicant may say: "Why, if your charges 
are based on a reliable mortality table, is this necessary? If 
I'm a poor risk ojthers will be good risks and a fair average will 
be secured." 

The following quotation answers this question : 

"If all the men in the street could be forced to insure, the result 
would probably be quite as satisfactory as with an equal number of 
men selected by the medical examiner as good subjects for insurance; 
for the examiner cannot always detect impairments, and few invalids 
and no bed-ridden people are walking the streets. But the com- 
pany can insure only those who are willing to be insured. • If, there- 
fore, there were no restrictions, healthy people would procrastinate; 
impaired lives would flock in ; there would be a constant 'adverse mor- 
tality selection* against the company, and a fair average would never be 
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attainable. Hence the company cannot agree to insure every applicant 
who applies.* 

31. Application. Before, or after, the examination, the 
Applicant must sign what I have called the application for mem- 
bership. It is a printed blank with spaces which must be filled 
in. Usually the agent does this clerical work ; after which the 
Applicant must sign his name on the dotted line, and the agent 
must witness his signature. 

Any intelligent agent can fill up this blank, but he must be 
careful to make it complete and accurate. Otherwise, he will 
be embarrassed by delays and complaints, and may be prevented 
from delivering the policy and getting compensation for his 
work. 

The most important thing is the date of birth of the Ap- 
plicant. (It is less embarrassing to ask a man the date of his 
birth than how old he is.) His exact age must be determined 
because the premium rate will depend on his age at his nearest 
birthday, without regard to whether it is past or future. Ex- 
ample: John Smith was 35 on July 1, 1908, and will be 36 on 
July 1, 1909. A policy issued prior to January 1, 1909/ would 
be charged for at age 35. If issued after January 1, 1909, 
it would be charged for at age 36. 

An agent can often induce a man to act by telling him that 
if he procrastinates his nearest birthday will be not the one just 
past, but the one approaching. (If this fails, the agent may, 
later on, induce the man to take a policy and have it dated back 
so as to secure the lower rate.f But there is no advantage in 
dating a policy back for a long period, ( 1 ) because there is no 
profit in paying for protection during a period that is past, and 
(2) because the premium for the second year would fall due 
very soon after the first payment had been made.) 

The charge for insurance is the same per thousand, whether 
the amount is large or small. Example: If the premium for 
$1,000 is $28.11, the premium for $10,000 would be ten times 
$28.11 ; namely, $281.10. 

Endeavor to get the Applicant to select the antiual rate. That 
is to say, quote the premium which will carry the insurance for 
a full year. But in a case where the Applicant cannot afford 
to pay for a full year, quote the semi-annual or quarterly rate. 



* The Life Insurance Company, D. Appleton & Co. 
t Except where prohibited by statute. 



Digitized by VjOOQLC 



The annual rate is preferable for several reasons : 
i. It involves less detail. 

2. A larger amount is collected in advance, and the agent's com- 
pensation comes more certainly and quickly. 

3. The transaction is clinched for a full year. Otherwise, the In- 
sured might lapse after paying for only part of a year. 

. 4. The annual rate is cheaper; for the company charges something 
for interest and additional labor when the privilege of paying the pre- 
mium in quarterly or semi-annual installments is granted. 

Insurance is issued on the theory that all premiums arc paid 
annually in advance. Hence it must be remembered that if the 
Insured avails himself of the privilege of paying in semi-annual 
or quarterly installments, he is, nevertheless, liable each year 
(unless he lets the policy lapse) for the full premium for that 
year. If, for example, he dies after paying one quarterly pre- 
mium, in any given year, the three "deferred" quarterly pre- 
miums which have not as yet been paid must be deducted by 
the company from the amount of the death claim before it can 
be paid. 

The application is necessary for three reasons : 

1. It gives the company information which it must have before it 
can decide whether or not to enter into the contract proposed. 

2. It gives the data upon which the contract must be framed. 

3. It commits the Applicant. Nothing is gained if the company goes 
to the expense of drawing up a contract, paying the physician, and 
permitting the agent to spend valuable time in negotiation, unless the 
Applicant thus commits himself in advance, 

32. Delivery of Policy. If you are an agent you must 
never be a bore. Never annoy a business man by interrupting 
him unnecessarily, whether he is working or resting. But, on 
the other hand, never miss the opportunity of seeing a customer 
if you have a genuine excuse for so doing. 

If an applicant has paid his premium in advance* you can 
send the policy by mail, but always make a personal delivery if 
possible. It is a courtesy which you owe ; it gives you a chance 
to say an encouraging word ; to congratulate him on his good 
investment ; to brace him up if the agent of some other com- 
pany has been trying to poison his mind. It will be of advan- 
tage in various ways: (1) The Insured may, on the strength 
of his good record, apply for an additional policy right away; 
or (2) it may prepare the way for future insurance; or (3) it 

* Always collect the premium in advance if possible. The use of the conditional 
receipt in this connection will be described hereafter. 
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will certainly prepare the way for a surer collection of the sec- 
ond premium when it falls due. You can always emphasize 
some good point with the actual policy in your hand, or be able 
to explain away some difficulty or doubt. 

If the premium has not been paid in advance you must de- 
liver the policy in person, or in all probability lose the fruit of 
your labors. 

33. Second Premium. Grown men do not need nurses, 
and although olcl policyholders need looking after, they can 
take care of themselves. But every infant policyholder needs . 
the agent's constant care. 

Keep in touch with the young policyholder; (i) when you 
deliver the policy; (2) whenever you can approach him with- 
out annoying or inconveniencing him; (3) when the second 
premium falls due. 

A policy is like a tree ; it can be uprooted easily while young. 
The agent of another company may "twist" a man who has paid 
for only one year unless you look sharp. 

The habit of paying does not become fixed in the beginning. 

Men often grow weary in well doing. 

You must look out for every customer at the end of the third 
year also, so as to prevent his taking a surrender value. 

Follow up every premium, but remember that the crucial 
periods are when the second, third and fourth premiums fall 
due. 

34. Premium Notice. Under the N. Y. Law a notice must 
be sent to the insured (or -assignee) at least 15 days in 
advance calling his attention to the premium, but this the 
company would do even if the law did not require it; first, as 
a matter of courtesy, and second, to protect the insured against 
the danger of forgetting to pay on or before the due date. But 
the agent must not trust to this notice : it may go astray or be 
overlooked or forgotten. 

Theoretically all premiums are payable at the home office of 
company; and when the cash, or a check, or a draft, or a 
post office order for the proper amount is received at the home 
office, an official receipt, signed by an executive officer and coun- 
tersigned by an authorized official, is issued in exchange. 

Policyholders who live far from headquarters, however, 
prefer to pay to a local cashier or some other duly authorized 
local representative. Hence, collecting agencies are established 
all over the country. But every policyholder must be careful to 
pay the premium precisely as directed in the premium notice. 
In this connection all companies follow a very important rule : 
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It is that a premium must never be paid to any person who 
does not hold, for delivery in exchange, the official receipt of the 
company. If this rule should not be strictly enforced the pol- 
icyholder would run the risk of paying his premium to some 
irresponsible person who, after giving his personal receipt for 
the money, might appropriate it to his own uses. 

35. Restoration. Don't give a customer the chance to let 
his policy lapse, but if it does lapse persuade him to restore it. 

36. Surrender Value. As long as a policy is less than 
three years old you can influence the Insured to keep it in force, 
because it will be absolutely forfeited in the event of lapse.* 

As soon as the three years are up you can influence him to 
continue by showing that no contract of insurance can be 
terminated prematurely without sacrifice — that a surrender 
value ought never to be utilized except in a case of dire 
necessity. 

If, nevertheless, he is determined to surrender, you may in- 
duce him to continue by showing him the Surrender Value 
Table in the contract, and calling his attention to the fact that 
the value increases from year to year ; that he can always, later 
on, surrender in case of necessity ; that the longer he hangs on 
the larger the surrender return will be. 

If all arguments fail, then advise a loan rather than sur- 
render. 

37. Policy-loan. After a policy is three years old it can 
be used as collateral for a loan (see Table in Policy). This 
is a good selling point. But never permit a customer to mort- 
gage his insurance if he can get along without doing so. As 
a rule, the only justification for borrowing is when a man can- 
not, otherwise, scrape enough money together to pay his pre- 
mium. But such cases are rare. 

The man who once mortgages his policy is very likely, when 
the loan matures, to avoid paying it by abandoning his insur- 
ance altogether. Thus wives and children, after enjoying tem- 
porary protection, are often left destitute in the end. 

38. Best Form of Surrender Value. When a man in- 
sists upon taking a surrender value, his most prudent course is 
to select a paid-up policy, "Half a loaf is better than no 

* Most companies make the limit three years. 
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bread," and a paid-up policy always yields something to the 
widow and children. 

The next best adjustment is the cash surrender value. It is 
true that the policy may be continued for its full amount for a 
term of years, months or days (see Table in Policy), and this 
adjustment is seductive; but in practice it often proves a snare 
and a delusion. Hence many companies offer this settlement 
only because it is a legal requirement. When a policy is thus 
extended it becomes extinct at the end of the term. Consider 
the plight of the wife of a man who continues a $10,000 policy 
for a term, say, of one year and six months, if the man lives 
for a year and seven months and then dies. It is better to be 
sure of something than to run the risk of losing everything. 

39. First Dividend. When a participating policy on the 
annual dividend form is one year old the first dividend is de- 
clared. It may be drawn in cash or used to reduce the pre- 
mium, but it is better to pay the premium in full and use the 
dividend to increase the insurance. In that case the dividend 
will become a single premium with which an equivalent amount 
of paid-up insurance is purchased and added to the original pol- 
icy. For example, a dividend amounting to $10 in cash may 
be converted into an "addition" for an amount ranging between 
$15 and $30, according to age and kind of policy. 

40. Death. A policy is the safest and best of investments 
for many reasons. One is that, immediately upon the death of 
the Insured, it can be converted into ready money. Another is 
that the agent is always ready to facilitate the collection without 
charge. 

The moment a policyholder dies, if there is anything sus- 
picious about the case, make an immediate report. But if 
everything is obviously all right, give all possible aid in get- 
ting the series of certificates called the "Proofs of Death" com- 
pletely and accurately filled out, executed, and forwarded, in 
accordance with the company's rules. 

See that no mistakes are made ; for if the company sends its 
check quickly for delivery, your reputation and the reputation 
of the company will be strengthened, and you will have a pow- 
erful lever with which to move your business forward. 

Always get a letter expressing satisfaction and appreciation. 

Insure the executor, widow, sons, relatives and friends, and 
utilize the case in extending your business throughout the com- 
munity. 
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Part VI. The Three Forms of Policy 

that are Sold Most Frequently. 

• (a) ORDINARY LIFE FORM. 

41. Terms of the Policy: The policies described in this 
Primer are the New York State "standard" forms. 

We have seen that a policy is a contract, and that the Ordi- 
nary Life form (at age 35) provides that, in consideration of 
the payment of $28.11 (the first premium) and the Insured's 
promise to pay the same premium annually until he dies, the 
company will, upon receipt of due proof of his death, pay a 
certain sum (representing the face value of the policy) to the 
Beneficiary. 

Some of the provisions in the policy need explanation. See 
the policy itself for the entire contract. 

Beneficiary. Thus far we have assumed that the Beneficiary 
is the wife of the Insured ; but the policy may be in favor of 
any person, or persons, having an "insurable interest"* in the 
life of the Insured. 

Often a policy is drawn in favor of the Insured. This 
does not mean that the money will be paid to the In- 
sured himself after his death ; but it does mean that it will be- 
come a part of his estate, to be handled by his executors. Or, 
if he sees fit, he can dispose of it by will, or assign it to a friend 
or a creditor or a corporation. 

The clause in which the name of the Beneficiary is given ends 
with the following words, "with right of revocation," or, as 
an alternative, "withal right of revocation." This needs ex- 
planation: If a Beneficiary is named "with right of revoca- 
tion," it means that the Insured reserves the right to "revoke" 
his action in naming a certain Beneficiary, by appointing some 
different Beneficiary. But if the Beneficiary is named "with- 
out right of revocation," it means that the Insured relinquishes 
the privilege of changing the Beneficiary. But note that (un- 
less otherwise stipulated) if the Beneficiary named in the pol- 
icy dies while the Insured is still living, the contract will revert 
to the Insured, and the Insured will then have the right to name 
a new Beneficiary, even if the policy has been issued "without 
right of revocation." Consequently, if the Insured wishes to 



• See Section 82. 
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divest himself permanently of all interest in the contract, so as 
to give the Beneficiary absolute title thereto (as, for example, 
in the case of a policy taken for the benefit of a creditor), the 
true way is to have the policy drawn in favor of the Insured, 
and the Insured can then assign it to the desired person. 

Mode of Paying Premiums. The Applicant must decide in 
advance whether he will pay premiums annually, semi-annually 
or quarterly, and the contract will be drawn accordingly, and 
premiums must be paid accordingly. But the method of pay- 
ment may be changed at any time (subject to the company's 
written approval). 

Conditions. Freedom as to residence, travel and occupation 
is granted from the start; but there are usually two restric- 
tions during the first year : 

1. The company does not assume the risk in case of suicide 
within the first year. (The object here is to deter a man who 
already contemplates suicide from insuring his life to protect 
his family against the loss which his self-destruction would 
bring upon them.) 

2. The company reserves one year in which to correct errors 
or detect fraud, after which the policy becomes incontestable 
(the company estopping itself from disputing the claim on any 
ground whatsoever thereafter).* 

Dividend. A dividend is paid at the end of the first year, 
and annually thereafter, as long as the policy remains in force. 
(There are four ways of utilizing the dividend, as explained in 
the policy.) 

Loan. After a policy has been in force for three years or 
longer it may be assigned to the company as collateral security 
for a policy-loan. (The older the policy at the time the loan is 
applied for the larger the loan will be.) The amount which 
can be borrowed at any time is shown by a table in the policy. 

The loan value in the policy is a good selling point, but the 
agent should never advise a policyholder to borrow except in 
case of dire necessity. 

Assignment. If the Beneficiary under a policy is other than 
the Insured, the policy cannot be assigned without the consent 
of the Beneficiary ; but if the policy is in favor of the Insured 

* The practice of different companies varies somewhat as to the time at which 
the contract becomes incontestable, or when surrender values begin or the rate 
of interest changed, etc. Here the prevailing custom is described. 
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himself, he can assign it (just as he could assign a certificate 
of stock), whereupon the assignee will become the owner of the 
contract. An assignment is a separate document — a legal in- 
strument — which will be adequate only if properly drawn, and 
provided the assignor controls the contract and has a right to 
assign it. It is an independent transaction with which the com- 
pany has nothing to do. Nevertheless, whenever a policy is 
assigned a copy of the assignment (or a duplicate) should be 
filed with the company, in order that the company may know 
of the assignment and may not inadvertently pay the insurance 
at maturity to the wrong person. 

Surrender Value. If the Insured stops paying before pre- 
miums for three full years have been paid, that will end the mat- 
ter ; but after premiums for three full years have been paid the 
policy will have a surrender value. This value is small if the 
policy is surrendered at the end of the third year; if surrendered 
at the end of the fourth year it will be a little larger. (The 
older the policy the larger the surrender value.) The amount 
of the surrender value obtainable at the end of any year is given 
in a table in the policy. This surrender value may be taken in 
any one of three ways : i. Cash. 2. Continued (or extended) 
insurance. 3. Paid-up insurance. 

When a policy is surrendered, if there is any obligation 
against the contract (such as a policy-loan) the indebtedness 
must, of course, be satisfied, and only the balance be allowed. 
If, on the other hand, there are any dividends to the credit of 
the policy, they must be taken into account in computing the 
surrender value. 

If the Insured does not elect any one of the three ways, the 
second method will apply automatically ; that is to say, the pol- 
icy will be continued for the term indicated in the table. 

Modes of Settlement. When the policy matures, the 
Beneficiary is given the choice of several methods of settle- 
ment, unless the Insured has had the contract so drawn as to 
restrict the Beneficiary to some one method. Sometimes, for 
example, a husband wishes the insurance to be paid to his 
widow in installments, so as to protect her against the danger 
of collecting the insurance in one lump sum and wasting it. In 
such a case the privilege of choice is not given to the 
Beneficiary. Ordinarily, however, the Beneficiary can draw 
the entire amount of the insurance in cash, or leave the money 
with the company at interest, or convert it into an annuity, or 
draw the insurance in installments. 

There are two ways of drawing the insurance in installments. 
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(See particulars in table, where one method is headed Option 
2, and the other is headed Option 3.) 

Option 2. This provides for the payment of the insurance 
in any desired number of equal annual installments (from 5 to 

50). 

The face value of a policy for $1,000, payable in forty install- 
ments, would call for installments of $25 each. But if we 
refer to the table in the policy, we shall find that each install- 
ment is for $42. The reason is that interest is added. If the in- 
stallments are spread over a short period the increase from in- 
terest will be small, but if the period is long the interest addi- 
tion will be large. Whatever the -number of installments, all 
must be paid by the company, whether the Beneficiary lives or 
dies, and when the last has been paid that will end the transac- 
tion, even if the Beneficiary lives thereafter. 

Option J. Under this option the amount of the annual in- 
stallments will vary according to the age of the Beneficiary at 
the time the Insured dies (at which time the payment of the 
installments begins). Hence if a man takes a policy, and lives 
for a long time, and pays many premiums, the income which 
the Beneficiary will receive will be larger because of the long 
period during which the payment of the annuity has been de- 
ferred. Take an illustration : A man takes a policy for $1,000 
for his daughter, who at the time is 12 years old. If he dies 
before the daughter reaches the age of 17 she will receive there- 
after an income of $40 ; but if the policy remains in force until 
the daughter is (say) 41 years old, she will receive an income 
of $50. 

Under this option twenty installments must be paid by the 
company whether the beneficiary lives or dies. But if the bene- 
ficiary survives this twenty-year period, the installments will 
be continued during her lifetime in the form of an annuity. 

Note. 

As soon as the agent has studied and mastered the Standard 
Ordinary Life form of policy he will find it easy to understand 
all other forms. The best method will be to compare the Ordi- 
nary Life form with every other form, so as to note the dif- 
ferences. These differences will be touched upon hereafter in 
describing different kinds of insurance. 

42. Different Policies. If all men were alike, and their 
needs were the same, one form of policy would suffice. As 
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men have "different tastes and different requirements, different 
kinds of policy-contracts are necessary. 

Thus far we have dealt only with the Ordinary Life form. 
But the applicant may say, "My objection to this form is, that 
since I do not know how long I may live, I cannot know how 
much/or how little, my insurance will cost me." To this the 
agent can reply, "You can know how much it will cost per an- 
num; and that is as much as you know about the rent of the 
house in which you live. You know what the annual rental is, 
but you may not know how long you will continue to occupy 
the house." 

But this may not satisfy the applicant, and the agent must be 
ready to offer the Limited Payment Life form of policy. 

Before explaining this form it may be well to say a word 
(parenthetically) about the "expectation of life." 

43. Expectation of Life. A reliable mortality table gives 
us information which enables us to tell the average length of 
life of a multitude of men of a given age; and facts of this 
nature, gathered from the mortality table, have enabled actu- 
aries to construct what is called an Expectation Table. 

EXPECTATION TABLE. 



Years Old. 


Expectation. 


Years Old. 


Expectation. 


Years Old. 


Expectation. 


Years. 


Yean. 


Years. 


10 


48.7 
48.1 
47.4 
46.8 
46.2 

45.5 
44.9 
44.2 
43.5 
42.9 

42.2 
41.5 
40.9 
40.2 
39.5 

38.8 
38.1 
37.4 
36.7 
36.0 

35.3 
34.6 
33.9 
33.2 
32.5 

31.8 
31.1 
30.4 
29.6 
28.9 


40 


28.2 
27.5 
26.7 
26.0 
,25.3 

24.5 
23.8 
23.1 
22.4 
21.6 

20.9 
20.2 
19.5 
18.8 
18.1 

17.4 
16.7 
16.1 
15.4 
14.7 

14.1 
13.5 
12.9 
12.3 
11.7 

11.1 
10.5 
10.0 
9.5 
9.0 


70 


8.5 


11 


41 


71 


8.0 


12 


42 


72 


7.6 


13 


43 


73 


7.1 


14 


44 


74 


6.7 


15 ^ 


45 


75 


6.3 


16 


46 


76 


5.9 


17 : 


47 


77 


5.5 


18 


48 


78 


5.1 


19 


49 


79 


4.8 


20 *. 


50 


80 


4.4 


21 


51 


81 


4.1 


22 


52 


82 


3.7 


23 


53 


83 


3.4 


24 


54 


84 


3.1 


25 


55 


85 


2.8 


26 


56 


86 


2.5 


27 


57 


87 


2.2 


28 


58 


88 


1.9 


29... 


59 


89 


1.7 


30 


60 


90 


1.4 


81 


61 


91 


1.2 


82 


62 


92 


1.0 


83 


63 


93 


.8 


84 


64 


94 


.6 


35 


65 

66 

67 

68 

69 


95 


.5 


36 






87 




38 




39 









45 
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The foregoing table is based on the American Experience 
Table of Mortality. It shows (for example) that a multitude 
of men (normally situated) all 35 years old, have an "expecta- 
tion" of 31 and eight tenths years. That is to say, the average 
length of life of these men will be 31.8 years. This does not 
mean that any individual member of the group can expect to 
live for exactly that length of time ; for he may die in a month 
or live to be 100. It simply means that the average lifetime of 
the whole number will be between 31 and 32 years. 

(b) LIMITED PAYMENT LIFE FORM. 

44. Limited Payment Life Form. Now, let us return to 
the Limited Payment Life form of policy. This policy, so far 
as the payment of the insurance is concerned, is exactly like the 
Ordinary Life form. The insurance is not paid until the In- 
sured dies. (The privileges and conditions are practically the 
same, except that the loan, and surrender, values are a little 
larger.) 

p 

The chief difference appears when we consider the premium. 
The premium may be paid in quarterly, or semi-annual install- 
ments ; but in describing the contract it is always assumed that 
the premium will be paid annually. Hence, such a policy is 
called a 10 A. P. Policy (10 Annual Payment Policy), or a 15 
A. P., or a 20 A. P., or a 25 A. P., or a 30 A. P. policy. 

It has already been stated that any actuary who has a reliable 
mortality table at hand can determine the proper net premium 
to charge for an Ordinary Life Policy, making due allowance 
for interest. It is equally easy for an actuary to determine the 
proper rate to charge for a similar policy on which premiums 
are to be concentrated within a stipulated period of years. In 
such a case the premium, of course, must be larger, because no 
policyholder who survives that period will thereafter have any- 
thing to pay. (It is obvious also that the shorter the period 
within which premiums are to be paid, the higher must be the 
rate, and vice versa.) 

The chief advantage of a Limited Payment Policy is that, 
although it may cost less, it can never cost more than the sum 
of the premiums provided for in the contract. For example, at 
age 35, the premium on a 20 A. P. policy for $1,000 is $38.34. 
Hence the total cost cannot possibly be more than $766.80 
($38.34X20). Whereas, if death occurs (say) during the 
10th year, the cost will be only half that sum. But note that, 
as a matter of fact, if the policy is a "participating" contract, 
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the price actually paid can never reach the sum of $766.80, if 
the annual dividends declared on the policy are used to reduce 
the premiums. It is to be noted also that as the premium is 
higher, the dividend will be a little larger than in the case of 
an Ordinary Life Policy. 

It is important to note, further, that annual dividends will 
continue to be paid (if the policy continues in force) after all 
the premiums have been paid ; but in that event the dividends 
will be small, for there will be no return-premium element in 
the dividend after premiums cease: (See section 20.) 

Observe, finally, that a Limited Payment Life Policy will 
cost less than an Ordinary Life Policy if life is prolonged; not- 
withstanding the fact that the premium is higher. The reason 
for this is obvious : although each premium will be larger, the 
number of premiums paid will be less. Consequently, the ag- 
gregate cost will be less. 

(c) ENDOWMENT FORM. 

45. Endowment Form. But some applicants will not be 
satisfied with the Limited Payment Form. A man may say to 
the agent, "I wish to protect my family against the loss which 
will result in the event of my premature death ; but I expect to 
live, and hope my daughters will marry, and my sons become 
self-supporting. Hence, if my wife dies I shall need the pro- 
ceeds of the policy myself, or even if she lives, the money may 
be as useful during my lifetime as after my death." In such a 
case the agent may offer an Endowment Policy. 

An Endowment Policy is named according to the length of 
the term during which it is designed to run. For example, a 
"10- Year Endowment" provides that the insurance shall be paid 
to the insured at the end of 10 years, if he is still alive. (If 
he happens to die before the end of the 10 years, the policy 
will mature then, and be paid to the Beneficiary.) 

Endowment policies are issued for any desired term of years 
from 10 to 30. The most popular forms are those for 20, 25 or 
30 years. 

It has not seemed necessary here to explain how the pre- 
miums on a Limited Payment Life Policy are computed, but it 
may not be uninteresting to note how the correct premium for 
ah Endowment Policy is discovered. Take, for example, a 10- 
Year Endowment, for $1,000, issued at age 35. 

According to the American Experience Table of Mortality, 
there are 81,822 persons alive at age 35. Of these, 7,649 will 
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die during the next 10 years, and 74,173 will survive. Now, all 
the actuary need do to provide for the 7,649 death claims (which 
will mature within the 10 years) will be to determine how much 
money (improved at interest) the company will be called upon 
to pay to settle these 7,649 death claims. 

After that, the actuary must find out how much money must 
be provided to pay $1,000 (at the end of the 10 years) to the 
74,173 persons who will survive. If interest were left out of 
account, the amount necessary would be $74,173,000; but the 
amount which must actually be paid is less, because all the 
money paid in will be invested and will earn interest. After 
the proper deduction for interest has been made, the actuary 
will know the amount needed for this purpose. Then he must 
take this amount (needed to pay the survivors) and add it to 
the amount needed to pay the death claims. This will give him 
the aggregate sum needed; and it will be easy, thereafter, to 
determine the share which each individual contributor must pay. 
Thus he will discover the correct net premium on a 10- Year 
Endowment Policy at age 35 for $1,000. And when the proper 
loading for expenses has been added to this net premium, he 
will have the gross premium, which the policyholder must pay. 
The premium in this case will be $107.70. Of this $14.50 will 
provide for the death claims, and $93.20 will provide for the 
survivors. ($14.50 + $93.20 = $107.70.) 

Here, again, the following points should be noted : 

1. The premium on an Endowment Policy is higher than on an 
Ordinary Life Policy, because all the money needed by the company 
must be collected within a period shorter than the policyholder's ex- 
pectation of life. Hence, each policyholder must pay a larger sum each 
year. 

2. The premium is higher than on a Limited Payment Life Policy, 
because (if the policy does not mature in consequence of death) the 
insurance must be paid at the end of the Endowment period even if 
the Insured's life extends beyond that period. 

3. The higher premium produces larger loan and surrender values, 
and larger dividends. 

4. Notwithstanding the high premium the insurance will cost less 
if life is prolonged than in the case of any kind of Life policy, because 
of the less number of payments that will be called for.* 

* The reader must be referred to other publications, such as "The Life Insurance 
Company," Appleton & Co., New York, or "The Successful Agent" The- Spectator 
Company, New York, for further details about premiums. 
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NOTE. 

Every agent must understand, and be ready to offer one of 
the three foregoing forms ; for one of them will meet the needs 
of any man normally situated. The forms still to be described 
are only available in exceptional cases. 
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Part VII. Miscellaneous Policies. 

46. Different Ways of Paying Premiums. As already 
explained, there are three ways of charging for life insurance. 
Of these the level premium plan is the favorite. Hence, in the 
foregoing descriptions of (a) the Ordinary Life Policy, (b) 
the Limited Payment Life Policy, and (c) the Endowment Pol- 
icy, forms under which the premiums are paid on the level basis 
have been described. But it is to be noted that these policies 
could be issued on the single premium basis, if desired. This 
method has been described in Section 15, but a little* amplifica- 
tion may not be amiss. 

47. Single Premium Plan. The applicant for a policy, in- 
stead of paying a uniform level annual premium, may pay a 
single premium — one lump sum in advance. In such a case the 
single premium must be for an amount which will be equivalent 
to the annual premiums on the level premium basis.* 

Few people apply for single-premium policies, because the 
single premium is large. Nevertheless, a single-premium pol- 
icy is economical in the long run (if a man is willing to thus 
pay for his insurance in advance), because although the pre- 
mium is large, it is a single payment — if the man lives to be as. 
old as Methusaleh he will never have another premium to pay. 
This being so, it is evident that a single-premium policy comes 
high if the purchaser dies prematurely. But it is the cheapest 
kind of insurance if the Insured's life is prolonged. 

48. Insurance on the Natural Plan. But, as we have 
seen (Section 9), there is still another way of paying premi- 
ums, i. e., the natural plan. When insurance is charged for on 
this basis, the policyholder begins by paying a premium barely 
sufficient to compensate the company for assuming the risk for 
a single year. At the end of that year, if the insurance is con- 
tinued, a higher premium must be paid, because the older men 
grow the more rapidly they die. Hence if the insurance is to 
be continued for a third year, a still higher premium must be 
paid ; and so on as long as the insurance remains in force. 

Now from a theoretical point of view this is an admir- 
able way of paying for insurance. It is, as the name implies, 
the "natural" way ; but it is not popular. People do not like to 
pay an increasing premium. (Hence the level premium plan 
has been invented.) 

* Of course, this is only to be determined by taking a large number of cases 
into consideration, so as to establish a satisfactory average. 
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The only policy framed strictly on the "natural" basis is 
called the Yearly Renewable Term Policy. But this policy is 
almost obsolete, and very few companies now offer it. 

49. One Year Term Policy. If a mail wants to insure his 
life for a single year any company will issue such a policy. Such 
a policy will expire at the end of the year, and if the policy- 
holder wants to continue the insurance thereafter he must be 
re-examined, and must make a new contract. (But note that 
the Yearly Renewable Term Policy referred to above is con- 
tinued from year to year without re-examination.) 

50. Regular Term Policy. If a merchant has a lot of 
goods which he expects to sell he will insure them against fire 
while they are still in his possession, but he will not need the 
insurance after the goods are sold. If a man sends a cargo 
across the ocean he will protect it by marine insurance ; but he 
will pay for the insurance only during the time the ship is at 
sea. In the same way a man may want the protection of life 
insurance during some temporary period of risk. If so, he can 
obtain a policy identical in principle with a fire or marine pol- 
icy, which will run for a certain period and then expire. The 
rate charged for such a policy is very low, for if the Insured 
lives beyond the term agreed upon the company will have noth- 
ing to pay. 

Now, term insurance is, at first blush, very attractive, be- 
cause it appears to be cheaper than permanent insurance. But 
it is really no cheaper, and every agent is advised to persuade 
the man who thinks he wants term insurance to pass that by 
and take permanent insurance instead ; for a permanent policy 
will protect him during any temporary period of danger, and 
after that (instead of a policy that has become extinct and 
worthless) he will have a valuable asset, which, if continued to 
maturity, will certainly be worth ioo cents on the dollar. 

Any man who can afford to buy temporary insurance can well 
afford to pay a little more and thus make a permanent invest- 
ment. 

Another reason for taking a permanent policy is this : A man 
who thinks he only needs insurance to cover a temporary risk, 
may find, after the term has run out, that he still needs the in- 
surance ; but he may also find that he has become an "impaired 
risk," and will be unable to get new insurance to replace the 
temporary insurance that has expired. Hence he should take 
a permanent policy to begin with. 

A term policy may be issued to run for a period of 5, 10, 15, 
20 or more years. 
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When a man refuses to take a permanent policy, and insists 
upon a term policy, of course he must be accommodated; but 
the agent should make a record of the case and keep it before 
him, for the term policy contains a clause under which it can 
be exchanged for. a permanent contract, without re-examina- 
tion, provided the change is made before the term expires, and 
the agent will confer a benefit on his customer by advising him 
to make the change. 

For an annual premium of $14.50 a man, 35 years of age, can 
secure a 10- Year Term Policy for $1,000. If he dies during the 
first year the beneficiary will get $1,000 in return for an outlay 
of $14.50. If he dies during the 10th year the beneficiary will 
get a return of $1,000 for an outlay of $145. But if he sur- 
vives the 10th year the beneficiary will get nothing. 

51. Pure Endowment. The Pure Endowment (or Sim- 
ple Endowment) is the converse of a term policy. Nothing is 
returned if the insured dies before the end of a given period ; 
but at the end of that period, if he survives, the insurance will 
be paid. For. example : A man 35 years old can obtain a Pure 
Endowment for $1,000, payable at the end of 10 years, for an 
annual premium of $93.20. If he dies after paying the first 
premium the company will have nothing to pay. If he dies 
after paying the 10th premium, but before the end of the 10th 
year, the company will have nothing to pay. But if he is alive 
when the 10th year ends the company will pay him $1,000. 

(Pure Endowments are seldom sold, but an actuary uses them 
constantly in his workshop in constructing insurance contracts. 
For example: The Endowment Policy (Section 45) is neither 
more nor less than a term policy joined to a pure endowment. 
And endowment policies are very popular,) 

A man 35 years old who takes a 10-year term policy for 
$1,000 and pays a premium of $14.50, and who also takes a Pure 
Endowment for $1,000 and pays a premium of $93.20, secures 
precisely what he would get if (instead of these two policies) 
he invested in one 10-year Endowment Policy for $1,000. The 
premium in the latter case would be exactly $107.70 (14.50 + 
93.20 = $107.70). The term element in the policy would, in 
the event of death, give the Beneficiary a return of $1,000; 
while the pure endowment element would give the Insured 
$1,000 if he survived the 10-year period. 

52. Return Premium Policy. It is possible to issue an 
insurance contract under which the company agrees that, if 
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death intervenes within a certain period of years, not only shall 
the face of the policy be paid, but in addition all the money paid 
by the insured in premiums up to the time of his death shall 
be returned. To the uninitiated such a contract may seem per- 
plexing or even preposterous, but it is very simple. It must be 
remembered that every policyholder of this class must pay an 
extra charge ; but a large proportion of them will survive the 
period agreed upon, and no premium-return will be made to 
them. The company will be called upon to return the premi- 
ums paid only in the cases where death intervenes. Thus the 
company, so to speak, insures the premiums. 

The only New York State Standard contracts to which this 
return feature is attached are the Pure Endowment, Child's En- 
dowment, Deferred Annuity and Survivorship Annuity. 

53. Child's Endowment. The Child's Endowment is a 
special form of pure endowment (Section 51). 

On the birth of a daughter a father may wish to lay some- 
thing by to provide a wedding portion for her. Or he may 
wish* to save up something to pay for the professional train- 
ing of a son, or to set him up in business. The most economical 
way of doing this is to invest in a Child's Endowment. A 
father whose daughter is 1 year old can secure a Child's En- 
dowment for an annual premium of $36.79, under which if 
the child dies within twenty years the company will make no 
return, but under which if she is living at the end of twenty 
years (at the age of 21) the company will pay $1,000. 

Or, if the father desires to insure the premiums, the rate will . 
be $40.98. In such' a case if the daughter dies after the tenth 
premium has been paid but before the end of the tenth year, 
the company will return the sum of the premiums paid, namely, 
$409.80, and that will end the transaction. Or if the 
daughter dies after the twentieth premium has been paid but 
before the end of the twentieth year the company will return 
$819.60, and that will end the transaction. But if the daughter 
is alive at the end of twenty years the return will not include 
a return of the premiums paid, but will be simply $1,000 — the 
face value of the contract. 

A Child's Endowment may be issued for a shorter or a longer 
term than twenty years. 

It has been said that pure endowments are seldom applied 
for, but a child's endowment is an exception. It is a useful 
and popular contract. 

53 
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54. Rated-Up Policies. When a man is engaged in a 
hazardous employment, or is exposed to some special risk, or 
for some other reason cannot be classed as a normal risk, he 
may secure insurance, although he cannot expect to obtain it 
unless he is willing to pay an additional price for it. This is 
usually accomplished by charging a man of a given age the 
rate ordinarily demanded from a man several years older. For 
example : The normal premium for an Ordinary Life Policy 
for $1,000 at age 35 is $28.11. The same policy issued to a 
man of that age "rated-up" for five years would cost $33.01 — 
the normal premium charged at age 40. Although in such a 
case a man pays somewhat more for his insurance, he gains 
certain incidental advantages — larger loan and surrender val- 
ues, larger dividends, etc. 

55. Preliminary Term Insurance. Sometimes a man 
is willing to contract for a policy, but does not wish the annual 
premium to fall due until a later period in the year. In such 
a case he can protect himself temporarily by taking term insur- 
ance until the permanent policy takes effect. For example : A 
man who wisties the first premium on his permanent policy to 
fall due six months hence can take a term policy for one year 
(paying one semi-annual premium only). Then the per- 
manent policy can be dated so as to go into effect when the 
term policy expires. 

56. Deferred Dividend Insurance. Under the New York 
Law deferred dividend policies are no longer issued, but a large 
proportion of the insurance now in force in the United States 
is on that plan. 

It is an excellent kind of insurance, and has a special value 
at the end of what is called the Accumulation Period. Hence 
anyone owning such a policy should hold fast to it ( 1 ) Be- 
cause in case of premature surrender the dividend of surplus 
would be cut off, and (2) because (as already stated) the pol- 
icy will have an enhanced value at the end of the period ; when 
(if a life contract) the Insured will have the right either to sur- 
render or continue on very favorable terms. 

The essential difference between the Standard Policy and the 
Deferred Dividend Policy is that under the former dividends 
are paid annually, while under the deferred dividend contract 
surplus is accumulated for a term of years : at the end of that 
term each continuing policy receives its share of the surplus 
accumulated during the period (those dying, or surrendering, 
in the interval receiving no dividend). If such a policy is con- 
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tinued after this first dividend has been paid, subsequent divi- 
dends will be paid annually or at short intervals. 

57. Supplementary Forms. The Standard Policy may 
be settled at maturity in any one of a variety of ways. If the 
policy is an Endowment and matures, or if it is a life policy 
and cash is taken, the transaction will end there and then ; but 
if the policy is surrendered for paid-up insurance, or if the 
money is to be paid in installments, or left with the company 
at interest, or converted into an annuity, the original contract 
must be returned to the company for cancellation, and a sup- 
plementary contract issued. (See the forms themselves for 
particulars.) 

58. Joint Life Policy. Two lives may be insured under 
one contract, in which case the age of both parties must be con- 
sidered in determining the proper premium to charge. Such 
a contract is called a Joint Life Policy. But in most cases the 
agent will find it simpler and better to advise that two policies 
be issued — one on each life. 

A Joint Life Policy is sometimes taken by a husband and 
wife or by two partners in business. 

59. Partnership Insurance. Partners often insure to pro- 
tect their business interests. In such a case, especially if there 
are more than two partners, it is best to issue a policy on each 
life for the benefit of the firm. Then in case of retirement or 
dissolution each contract can be handled separately. 

60. Corporation Insurance. In many cases it is essential 
for a corporation to protect its interests by insuring the life of 
one or more of its officers or expert employees. 

61. Creditor's Policy. Many a creditor protects an obli- 
gation by insuring the life of a debtor. Any form of policy 
may be selected for this purpose. It is appropriate in a case 
where the debtor has accumulated no capital, but is expected 
to earn enough money to meet the obligation if he lives and is 
given time. 

But the ways in which life insurance policies can be utilized, 
and the purposes which they can be made to serve, are so many 
that further illustrations cannot be given here. One important 
class, however, remains to be described, namely, annuity con- 
tracts. 
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62. ANNUITIES. 

Every company issues a great variety of annuity contracts. 
(No dividends are paid on Annuities.) 

A life annuity is the converse of an ordinary life policy. In 
the latter case a man makes a series of small payments dur- 
ing his lifetime to the company, and after his death the com- 
pany returns a large sum to the Beneficiary. In the former 
case, the man sinks in advance a large sum of money, in con- 
sideration of which the company agrees to pay him a series of 
small sums (called annuities) as long as he lives. 

If the novice wishes to understand this subject clearly he 
must in the beginning give careful attention to the following 
explanations and definitions : 

Explanations. A man might come to a life insurance com- 
pany and offer to deposit several thousand dollars, and might 
ask what income the company would pay him on his deposit. 
The company might offer him 3 per cent, for life, and might 
agree that at his death the money deposited should be returned 
to his heirs. That would be simply a banking transaction (ex- 
cept that banks only lend for specific periods). But if this 
man should offer to "sink" his capital ; if he should agree that 
the principal deposited should never be returned — that the com- 
pany should retain it, and in consideration pay him a larger 
income, then he would be entering into an annuity contract. 

Now what income could a company pay such a man if he 
relinquished all claim to a return of the principal deposited? 
That would depend on his age, and on certain other considera- 
tions; but the correct amount could never be determined by 
considering his case by itself. We have seen that no company 
could determine the premium on one life insurance policy, be- 
cause the premium must be based on the average duration of 
life of a large number of people. In the same way annuities 
are computed by considering large averages. 

Definitions. The company grants or sells the annuity to the 
man or woman on whose life the annuity is to depend, who is 
called the Annuitant. 

The contract is called the annuity-contract or annuity-policy. 

The sum which the Annuitant must pay to the company — 
the principal which he must sink — is the present worth or 
present value of the annuity, plus the appropriate loading, thus 
producing what is called the Consideration for the Annuity. 

The Annuity is neither the contract nor the capital deposited. 
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It is the series of small payments which the company is to re- 
turn to the Annuitant. 

In describing an annuity it is understood (unless otherwise 
stated) that the company is to pay the annuity annually . 
(Although if the Annuitant wishes to receive the payments in 
quarterly or semi-annual installments that can be arranged if 
a little more capital is deposited with the company.) 

Unless otherwise specified, it is understood, also, that the 
first annuity (installment of income) will be paid at the end 
of the first year, and that the annuity will be paid as long as the 
Annuitant lives. But if the Annuitant wants the annuity to 
start at the beginning, instead of at the end, of the first year, 
he can purchase what is called an "annuity due." 

An annuity to run through a given term of years, instead cf 
for life, is called an "annuity certain" 

Females Must Pay More. Experience seems to indicate that 
women who insure their lives live about as long as men who 
insure their lives. Hence the premium charged for an insur- 
ance policy on the life of. a woman is the same as that charged 
for one on the life of a man. In the case of annuities, how- 
ever, it is usual to charge a woman a trifle more than a man ; 
for, curiously enough, statistics indicate that the class of 
women who buy annuities live, on the average, a little longer 
than the class of men who buy annuities. 

63. Life Annuity. In order that the prices charged for 
annuities shall be on a scientific basis, the company must (as 
in the case of insurance policies) utilize a mortality table; for 
a mortality table, in showing the rate at which people die, also 
shows how long people may be expected to live. 

An insurance policy is usually taken by a man or woman for 
the benefit of somebody else : An annuity is usually taken for 
the benefit of the purchaser. 

The younger a man is the lower will be the rate for his insur- 
ance; the older a man is the greater will be the income from an 
annuity investment. 

The men and women who invest in life annuities are usually 
persons who have passed middle life ; who have no dependents, 
and who are supported not by their own labor but by the in- 
terest realized on their invested capital. 

Take an illustration : A woman 65 years of age has a capi- 
tal of $10,000 invested at 5 per cent., which yields her an in- 
come of $500. If it costs her $800 to live this income will be 
inadequate, but if she buys an annuity with her $10,000 she 
will receive an annual income for life of $1,000. Thereafter 
she will enjoy a liberal income while living, and although the 
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company will return none of her capital after her death, she 
will be dead and will not suffer in consequence, and if she 
leaves no heirs no injury will result. On the other hand, if her 
life is prolonged the result may be very advantage6us^-she 
may withdraw many times the amount paid by her to the com- 
pany. 

There are two ways of paying for '4x1 annuity : 

i. In the case cited above it will be seen that for every $1,000 
of capital sunk with the company (at age 65) a life income of 
$100 will be provided. (Or if the Annuitant is to receive the 
payments in semi-annual installments, the return will be $48.78 
(not $50), or if in quarterly installments, the return will be 
$24.10 (not $25). 

2. 'The other way of paying for an annuity is to decide upon 
the income desired, and then find out what amount of capital 
must be sunk to produce that income. For example : A man 
59 years old who wishes to secure an annual income of $100, 
must sink with the company $1,191.40. (Or if he wants a 
semi-annual income of $50 he must sink $1,218.50, or if he 
wants a quarterly income of $25 he must sink $1,232.) 

64. Two-Life Annuity. This contract is based on the 
lives of two persons, and is payable as long as either survives. 
It is advantageous for a man and wife who have no children, 
or whose children are settled in life. 

65. Deferred Annuity. This is like a life-annuity ex- 
cept that the income instead of beginning at once will begin 
at the end of a term of years (stipulated in advance), but if 
the Annuitant dies during the term the contract will expire and 
the company will have nothing to pay (unless the policy is 
a return-premium contract). 

The cost depends on the age of the Annuitant and length of 
the term during which the annuity is deferred. 

This annuity may be bought by making a single deposit in 
advance, or by paying a series of level annual premiums ex- 
tending over the period during which the annuity is deferred. 
(The latter is the more usual method.) 

66. Temporary Annuity. This is identical with a life an- 
nuity except that the income terminates at the end of a stipu- 
lated period of years. 

67. Survivorship Annuity. This is a species of deferred 
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annuity. But the income is deferred not for a specific num- 
ber of years, but during the lifetime of the person on whose life 
the preliminary (or insurance) contract depends. In other 
words, it is an Ordinary Life Policy payable to the Beneficiary 
in the form of an annuity, the annuity to begin upon the death 
of the Insured, and to continue during the lifetime of the Bene- 
ficiary. (In a survivorship annuity contract the Insured is 
called the "Nominator" and the Beneficiary is called the "An- 
nuitant") 

A survivorship annuity can be purchased by depositing a 
single premium ; but it is usual to pay a series of level annual 
premiums which terminate at the death of the Nominator, 
after which the company will begin paying the annuity to the 
Annuitant. 

(It should be noted here that in a survivorship annuity the 
first installment of income is payable in advance, and not at 
the end of the year.) 

The premium to be paid for a survivorship annuity must 
depend, of course, both upon the age of the Nominator and the 
age of the Annuitant. 

Usually the Nominator is a man, for men, as a rule, are the 
bread-winners. A father, for example, who is able to support 
his daughter as long as he lives, may invest in a survivorship 
annuity to provide her with an income for life after his death. 
(If the daughter should die first the- contract will expire, but 
in that case the income will not be needed.) By paying a 
higher i<ate, however, the Nominator can insure himself against 
this loss ; for most companies are willing to issue Return Pre- 
mium Survivorship Annuities. (See Section 52.) 

6&- Other Forms of Annuities. There are other forms of 
annuities, but it is unnecessary to describe them, for they are 
not found among the ordinary agent's stock in trade. 



If you can write an application and get a check for 
the premium without first talking life insurance or ad- 
vocating the company you represent, do it. 

Talk is but a means to an end. Don't waste time over 
the means if you can reach the end without talking. 
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Part VIII. Miscellaneous Items. 

Explanations and Definitions. 

69. Three Ways of Conducting the Business. There 
are three ways of conducting the business : the stock, the mu- 
tual and the mixed plans. And insurance companies are 
roughly divided into stock (or proprietary), mutual, and mixed 
companies. 

70. Stock Method. A company that does its business on 
the "stock" plan issues what are called non-participating pol- 
icies. That is to say, the company charges fixed rates for its 
insurance. The fixed premium thus charged is only a little 
higher than the insurance is expected to cost; and if there is 
any margin of profit this profit goes to the stockholders — the 
proprietors of the company. In view of the fact that the pre- 
mium is moderate, and may under exceptional conditions prove 
inadequate, a company that transacts its business on this plan 
should have (and usually does have) a large stock capital sub- 
scribed by the stockholders. If the premiums charged are in- 
adequate this stock must be drawn upon to make the deficiency 
good. And it is in consideration of the fact that the policy- 
holders are thus protected by the stock that the company is 
justified in paying all surplus earned, not to the policyholders, 
but to the stockholders. 

71. Mutual Method. When a company transacts its busi- 
ness on the mutual plan it issues what are called participating 
policies. Premium charges are somewhat higher than with the 
stock company. The policyholders thus protect themselves by 
contributing a little more than is necessary, with the understand- 
ing that any excess shall be returned to them in "return pre- 
miums" or "dividends." Consequently, a stock capital is not 
needed for the protection of policyholders when the business is 
conducted in this way. 

72. Mixed Method. The third class of company con- 
ducts its business on the participating plan (like the mutual 
company), but has usually, in addition, a large capital stock. 
Such a company pays dividends to its policyholders, like the 
mutual company ; but a certain proportion of the surplus earned 
(usually a moderate percentage) is paid to the holders of the 
capital stock. 
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73. Government of Insurance Companies. The subject 
dealt with in the foregoing sections is somewhat complicated 
by the fact that the words used to describe the method of con- 
duting the business are also used to describe the manner in 
which the company is governed. 

A purely mutual company conducts its business on the mu- 
tual or participating plan, and (strictly speaking) a mixed com- 
pany conducts its business partly on the mutual and partly on 
the "stock" plan. But some companies that do their business 
on the purely mutual plan have a nominal capital stock. Such 
a company, so far as its business with its policyholders is con- 
cerned, may be a purely mutual company, and the stockholders 
may be limited to simple interest in their stock. Nevertheless, 
the existence of this nominal capital makes it, in a technical 
sense, a "mixed" company. 

The "purely mutual" company has no capital, and is man- 
aged by a board of directors elected by the policyholders. 

The "stock" (or proprietary) company is managed precisely 
in the same way, except that the directors are elected, not by 
the policyholders, but by the stockholders. 

The typical "mixed" company is governed like the stock 
company. But a "mixed" company whose stock is for a nom- 
inal amount, and whose business is conducted on the mutual 
plan, may give the policyholders the balance of power, and may 
be essentially "mutual." 

74. Organization of a Company. We have seen that, 
although a life insurance company is simply an aggregation of 
policyholders, it cannot have coherence and efficiency unless it 
is organized on corporate lines in accordance with law. The 
responsibilities of management, therefore, must be vested in a 
board of directors, who choose from their number a president, 
and who select other executive officers. 

The directors meet dX stated periods and delegate to standing 
committees the supervision of the various departments of the 
i business. . 

There is usually a Finance Committee that attends to the in- 
vestment of the company's funds ; a Committee on Insurance 
that supervises the payment of claims, and a Committee on 
Agencies that supervises the appointment and compensation of 
agents. There is often also an Executive Committee, to which 
may be delegated the powers of the Board when the Bogtrd, as 
a whole, is not in session. : : ;''••!" ;'-« 

75. Inspection. It is not unusual for a life insurance corn- 
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pany to have what is called an Inspection Department. This is 
to supplement the work done by the medical examiners. Its 
chief province is to determine the financial standing, environ- 
ment and general reputation of applicants for insurance, the 
object being to protect the company against risks that appear 
to be satisfactory physically, but which for some other reason 
may be undesirable. It is important for the policyholders — 
the members of the insurance company — to protect themselves 
against the admission of applicants who would tend to unduly 
increase the company's death rate. 

76. Assessment Insurance. An assessment company usu- 
ally succeeds for a time, because the cost of insuring its- mem- 
bers is less at first than it will be later on. Hence it can offer 
insurance temporarily at rates corresponding with the term 
rates charged by regular companies. But the man who in- 
sures in an assessment concern in the belief that he is getting 
permanent protection for wife and children is likely to be dis- 
appointed; for (i? he lives long enough) he will discover that 
what he has mistaken for permanent insurance usually turns 
out to be an indefinite kind of term insurance. 

No insurance organization can last unless premiums are suffi- 
cient to provide both for deaths that come soon and for those 
that will come later on (as indicated by a reliable mortality 
table). 

The fallacy in Assessment Insurance is that adequate provi- 
sion is made for the present, but not for the future. 

With an assessment company one of three things is inevitable : 
(i) The customer will be called upon, later on, to pay in- 
creased assessments, or (2) the company must scale down its 
obligations and pay beneficiaries less than it has contracted to 
pay (thus turning what has appeared to be cheap into expen- 
sive insurance), or (3) the company will, after a while, go by 
the board. 

If a man wants to gamble, he should gamble in stocks, or 
cotton, or pork. He should never stake the future happiness 
and comfort of his loved ones by investing in doubtful life in- 
surance. 

The object of life insurance is to insure — to protect. 

Insurance that insures is the only kind worth buying. Shaky 
or indefinite insurance is dear even at bargain-counter prices. 

77* Separate Classes. The novice is. sometimes puzzled 
to knoW trdw JJitferent classes of insurance can be kept sepa- 
rate and distinct when the assets are invested in bulk, and 
when separate accounts are not kept of expenses on the one 

62 



hand or of earnings on the other. But in a properly regulated 
corppany the records of each.ctass of insurance are kept in sepa- 
rate books. The premiums, and surrender values, and matured 
policies paid are also separately recorded. To each class of 
insurance its proper share of expense is charged, and its proper 
share of profit credited. Thus different classes of insurance 
may .fee kept track of as readily as a merchant keeps track of 
his separate ledger accounts. 

78. How Dividends are Computed* In the early days it 
was usual for a life insurance company to allow its surplus to 
accumulate fqr several years and then determine its amount. 
It would then distribute a certain proportion among its policy- 
holders, giving each a small percentage on the amount pf in- 
surance carried,, or on the amount of premiums paid. 

This was a convenient, but unscientific and inadequate 
.method, and it is now the usage to appotfion dividends on .what 
is called the "contribution plan." That is to say, .the aim in 
each case is .to pay each policyholder ,a dividend in proportion 
to his contribution to the surplus of the company. 

We haye seen that the surplus of a company at any given 
time is the difference between its assets and its liabilities. 

Part of ( the surplus earned must be held by the company for 
the protection of its policyholders at large : the rest may be 
divided. And it is easy for an actuary to divide a given amount 
of surplus, among policyholders entitled to receive it, in such 
a .way as to give each one his proper share, although the 
method of determining this might puzzle the novice. 

7?. Deferred Dividend?. A deferred dividend is one pay- 
able .not immediately, but at some futufe time. Deferred-divi- 
dend pplicies were for many years very popular, and are still 
popular; but the New York Law does not sanction their is- 
suance at the present time. Nevertheless, many deferred-divi- 
dend policies are still running. Some of these are now receiv- 
ing dividends, and some have not reached the dividend-paying 
period. Such policies are well worth maintaining. 

The method of apportioning deferred dividends is substantially 
as follows : The company, as the end of the year approaches, 
determines the portion of its entire surplus that properly be- 
longs to all its deferred-dividend policies. It then determines 
which of these policies will be entitled to dividends during the 
following year (usually a small proportion of the whole). Then 
the share due to each policy is ascertained. 

As only a comparatively small proportion of the surplus ac- 
cumulated on deferred-dividend policies is thus distributed in 
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any given year, it is possible for a company to give each policy- 
holder his full share (holding nothing back for the general pro- 
tection of tlie company), because the surplus reserved to pay 
later dividends gives ample strength to the company while it is 
accumulating new surplus. 

The share of surplus to be apportioned to any policy is de- 
termined by the actuary without difficulty. The amount in 
each case will vary according to the size of the policy, the age 
of the Insured when his policy was taken, the length of the 
period, and the kind of insurance. But in every case where the 
age, length of period, and kind of policy are the same the divi- 
dend should be identically the same per thousand. 

80. Deferred Premium. This is a technical term. Under 
every insurance contract the premium is supposed to be paid 
annually in advance. As a matter of fact, the contract may be 
so drawn as to permit the Insured to pay in semi-annual or 
quarterly installments. In such a case the installments which 
are not paid in advance are called "deferred premiums." 

81. Adequate Insurance. Theoretically a man is ade- 
quately insured if the capital produced by his insurance will, if 
invested, yield an income after his death equal to his money- 
making ability while alive. Few men are willing to take as 
much as this. Hence, as a life policy is an asset, the aim of the 
agent should be to induce a man to take as much insurance as 
he can pay for without embarrassment and can maintain per- 
manently. 

It is a good rule to advise a man without capital who has a 
dependent family to take at least enough to provide a capital 
which, if safely invested, will yield an income which will equal 
(say) half the amount which he spends himself in supporting 
his family. 

A rtian of large means should not be content with a policy 
for less than $100,000 or $200,000. And there are cases where 
wealthy men carry $500,000, $1,000,000, or even more, dis- 
tributed among numerous companies. 

82. Insurable Interest. A policy may be made payable 
to any person who has an "insurable interest" in the life of the 
Insured. That is to say, some one who might suffer some loss 
in consequence of the death of the Insured. The law is not 
rigid. In practice it is assumed that any relative, business as- 
sociate or creditor has an "insurable interest," and that a 
stranger has not. The aim of the law is not to restrict the 
business, but to prevent gambling in lives — to prohibit trans- 
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actions in which the Beneficiary's interest would depend upon 
the death rather than upon the life of the Insured. 

S3. Standards of Values* Valuing Policies, etc. We 

have seen that the premiums received by' the company are in- 
vested and earn interest, and that consequently the premiums 
charged are less than would be necessary if interest should be 
ignored. If the company assumed that 6 per cent, would be 
earned the policyholder would be called upon to pay less than 
if the company assumed that only 3 per cent, would be earned. 
Formerly higher rates were assumed than at present. 

No company can tell in advance exactly what rate will be 
earned. Hence it must assume a. rate lower than it expects to 
earn. The different standards are distinguished from one an- 
other by naming the different rates of interest assumed. For 
example: If premium rales are computed on the assumption 
that 4 per cent, will be earned, these premiums will be referred 
to as on the 4 Per Cent. Standard. If 3 per cent, interest is as- 
sumed, the premiums will be referred to as on the 3 Per Cent. 
Standard. 

Note that the 3 Per Cent. Standard is higher (or more 
rigid) than the 4 Per Cent. Standard. This is because the 
policyholder must contribute a larger share of the money needed 
if it is assumed that only 3 per cent, will be added to it than 
would be the case if it is assumed that 4 per cent, will be added. 

When an actuary proceeds to compute the insurance liabilities 
of a company by determining the reserve which the company 
must have on hand he is said to "value the policies" or to "make 
a valuation." 

84. N. T. O. Policy. When a policy is not delivered, and 
must be returned to the office of the company for cancellation, 
it is called an N. T. O. (not taken out) policy. 

But a good agent should have nothing to do with N. T. O. 
policies. He should transact his business so thoroughly and 
effectively as to deliver every policy issued. The best way to 
avoid N. T. O. policies is to collect the premium in advance, 
when the application is signed. (See sections 32 and 98.) 

85. Additional Policy. Sometimes it is believed that an 
applicant who has applied for a certain amount will, upon 
further consideration, see the expediency of taking more. In 
such a case the company may be willing to issue in addition to 
the policy applied for another policy to be offered to the ap- 
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plicant. If this additional policy is accepted an application 
must be executed and forwarded to the company to complete its 
records. 

86. Alternate Policy. Sometimes a man who wants in- 
surance has not fixed on the form which will suit him best ; or 
the agent may believe that the policy applied for will not be 
as acceptable as a policy of another kind. In such a case the 
company may be willing to issue the policy applied for and 
also an "alternate" policy. If the original is accepted the o/- 
ternate must be returned for cancellation; if the alternate is 
accepted, the original must be returned for cancellation. One 
or the other must be returned. 

87. Permits. Formerly when the Insured under a policy 
wished to engage in some occupation, or reside* in some un- 
healthy region not authorized under the terms of the contract, 
he applied to the company, and the company, if willing, would 
issue a "permit" to be attached to the policy. In old times per- 
mits were frequently applied for, and usually an extra premium 
was charged by the company. Under the N. Y. Standard 
Policy permits are unnecessary. The policy is the whole con- 
tract and is practically unrestricted. 

88. Extra Charges. In addition to the people who are 
able to secure "rated-up" policies (Section 54), men in hazard- 
ous employments may, in certain cases, obtain insurance, if 
they are willing to pay a special rate of premium. Many com- 
panies also insure people who live in the Tropics, or in semi- 
tropical countries. In the former case a large percentage, and 
in the latter case a smaller percentage, is added to provide for 
the extra mortality expected. Such people obtain insurance 
similar to that issued on the lives of those who live in tem- 
perate regions, but they are forced to pay a higher price for it. 

89. Grace. The modern policy allows thirty days' grace 
in the payment of every premium after the first, but interest 
must be paid (usually 5 per cent.) for the period during which 
the payment is deferred. 

90. Extension. Some old policies contain no grace 
clause; or the Insured may wish to defer the payment for 
a longer period than thirty days. In such a case, if written 
application is made, the company is usually willing to grant 
an extension for a reasonable length of time, subject to an in- 
terest charge. When an extension is thus granted, if death in- 
tervenes before the extension exoires, the premium must be de- 
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ducted from the insurance and only the balance paid to the 
beneficiary. 

91. Minors. When a person who has not reached the age 
of 21 wishes to insure, it is necessary to obtain the written con- 
sent of parent or guardian. 

When a minor is the beneficiary, or has a contingent interest 
in a policy, the policy cannot be sold or assigned, unless a 
guardian is appointed and given special authority to act. 

92. Wife's Policy. Frequently a policy is drawn in favor 
of a wife, so as to protect it against the claims of any future 
creditors of the Insured. 

4 

93. Trustee. Sometimes a man, instead of naming in the 
policy the beneficiary to whom he wishes the money paid, pre- 
fers to have the insurance paid to a trustee. In such a case 
the policy should be drawn in favor of the Insured and then 
assigned to the desired trustee. 

94. Lapse and Forfeiture. Most companies forfeit all 
policies that lapse before they become three years old. That 
is to say, if the contract expires no surrender value, or other re- 
turn, is allowed. Experience indicates that if a policy is aban- 
doned after only one or two premiums have been paid the com 
pany usually loses more than it gains by the transaction. 

Until a policy has been in force for several years the cost of 
obtaining it is not actually defrayed. But after a modern pol- 
icy has been in force for a certain number of years (usually 
three) there is no absolute forfeiture in case of lapse. 

95. Restoration. A policy that has been forfeited may be 
revived, if a re-examination indicates that the policyholder is 
still an acceptable risk, and if overdue premiums are paid with 
interest. Under the same conditions a surrendered policy may 
be restored, subject, of course, to the return of the surrender 
value, if a surrender value has been withdrawn. 

96. Errors. The agent should always examine a policy 
received from the company for delivery, so as to have any 
errors corrected before the policy is given to the Insured. Or 
the Insured may return the policy, and any proper correction 
will be made by the company. 

97. Changes. A policy is a contract, and the company 
must settle each contract in accordance with its terms. Cer- 
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tain reasonable changes, however, if desired by the Insured and 
sanctioned by the company, may be made. In such a case a 
supplementary agreement may be issued by the company ; but 
usually the policy is returned, and the correction, or addition, 
made on the contract itself. 

98. Conditional Receipt. When the premium is paid in 
advance (before the policy is issued) the agent is usually able 
to give a "conditional" (or "binding") receipt. This receipt 
varies somewhat in different companies. As a rule, it pro- 
vides that the insurance goes into effect instantly, but subject 
to the approval of the risk by the company. 

99. Premiums in Advance. Sometimes a man who has 
cash in hand, or who is going abroad, wishes to pay several 
premiums in advance. In such a case the company is usually 
willing to allow a reasonable discount. 

100. Discounting a Claim. In some cases it is possible 
to pay a claim in advance. For example: An Endowment 
policy due on a certain date may be paid several weeks or 
months in advance, in which case a proper discount may be 
allowed. But the companies do not like to discount claims, 
and most policies cannot be paid until they mature. 

101. Admission of Age. After the death of a policy- 
holder his age, as shown by the Proofs of Death, may not cor- 
respond with the age previously given in the application. Or 
the company may discover from some other source that the In- 
sured has falsified his age and secured his policy at a lower pre- 
mium than his real age justified. In such a case the company 
has a right to reduce the amount of insurance to correspond 
with the amount paid for at the Insured's true age. 

Errors in age are often made inadvertently, and, as it is 
sometimes difficult to get at the truth after a man is dead, a 
clause is inserted in the contract providing that, if reasonable 
evidence is submitted to the company during his lifetime, indi- 
cating that the true age has been given, the company will "ad- 
mit" his age. That is to say, it will agree that the age as stated 
is correct, and that the policy must be settled accordingly. 

102. Lost Policy. If it can be proved that a policy has 
been destroyed (by fire, for example), the company will issue 
a duplicate. If a policy has been lost a duplicate may be issued 
under reasonable restrictions; but as a lost policy may be 
found, and as it would not do to have two valid policies out- 

68 

Digitized by VjOOQLC 



standing at the same time, caution must be exercised in issu- 
ing a duplicate. Sometimes in such a case a duplicate policy 
is only issued subject to a bond for indemnity. 

103. Lost Policyholder. If the Insured disappears, and 
it is unknown whether he is dead or alive, his representatives 
may continue to pay premiums on the policy for seven years, 
at the end of. which time, even if it cannot be proved that he 
is dead, the law presumes that this is the case, and the com- 
pany must pay the policy. 

104. Legislation and Taxation. Throughout these pages 
I have impressed upon the reader's mind the truth that every 
insurance company is a cooperative association; that the pol- 
icyholders are the company, and are consequently more like 
partners than mere customers. I have done this not simply 
to render clear the nature of life insurance transactions, but be- 
cause the fact is of supreme importance to every agent and 
every policyholder. 

The public have a false impression about this matter, which 
ought to be corrected ; and if all the agents of all the companies 
will take the trouble to enlighten their customers the truth will 
finally prevail, and the result will be that the companies will be 
able to give their policyholders better insurance for less money. 

For some time the popular impression, not only among 
ignorant people, but among the makers of laws, has been that 
the company is separate and distinct from its policyholders; 
that the interests of the former are antagonistic to those of the 
latter, and that it is the aim of the company to get the best of its 
policyholders. Such reasoning suggests the old fable about 
the different members of the same body warring against one 
another. As a matter of fact, every blow aimed at the com- 
pany strikes the policyholders ; for the interests of the one are 
identical with those of the other. 

Prudent legislation is desirable; but many laws have been 
passed for the purpose of restraining and hampering the life 
insurance companies; and such legislation has done incalcula- 
ble injury to innocent policyholders. 

The heaviest burden has resulted from taxation. Most legis- 
lators (many of them policyholders themselves) seem to have 
the impression that taxes can be imposed upon the companies 
without affecting the policyholder-one way or the other. (And 
some of these legislators, undoubtedly, wonder why the divi- 
dends on their policies are not larger.) But when it is remem- 
bered that the money with which the business of an insurance 
company is conducted is contributed by the policyholders — 
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when it is remembered that all expenses must be paid out of the 
money thus contributed — it will be clearly seen that every such 
tax must ultimately be paid by the policyholders ; and further- 
more, that every tax levied upon a life insurance company is a 
tax upon thrift, and hinders the people in their praiseworthy 
effort to provide adequately for their dependents. The aim of 
the insurance company is to relieve the town, the city, and the 
whole country from many intolerable burdens ; and legislation 
that obstructs this praiseworthy object is foolish and short- 
sighted. 



CONCLUSION. 

If you have read the foregoing 
explanations, I suggest that you 
re-read Section 1 and Section 25, 
before laying this volume aside. 

END. 



TO 
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Advice to the Ian 

Who is Thinking of Becoming an Agent, 

But Who Has Not Yet Come 

to a Decision 



Life insurance is not a luxury, it is 
a necessity. Wherever civilization 
extends there life insurance flourishes. 
The people want it— can't do without 
it— must have it— get it. But they do 
not go in search of it. They have 
formed the habit of waiting until the 
agent brings it, explains it and aids 
them in selecting the kind that will 
best serve their purposes. 

Every good company is looking for 
industrious men of integrity and repu- 
tation to sell its policies. 

Experience is not essential. Any 
intelligent man or woman can, from 
the very start, earn a fair living as an 
agent— under the guidance which the 
company will give. 

An energetic and resourceful agent 
can in time accumulate a liberal in- 
come if identified with any company 
deserving and enjoying the confidence 
of the public. 
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If you are in a business that 
gives you a big income, and are 
laying by surplus every year, 
these remarks will not interest 
you. But if you wish to improve 
your circumstances and want to 
find a congenial occupation that 
will yield good pay from the start, 
go into life insurance. 

There is no reputable calling 
in which a man of character and 
energy (who lacks capital and 
expert knowledge) can make so 
large an income and (if he is 
prudent and saving) build up so 
rapidly a large capital; provided 
he identifies himself with a 
strong and prudently conducted 
company. 

Success to such a man, repre- 
senting such a company, is lim- 
ited only by his capacity and 
diligence. 
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Experienced agents testify that 
it is easier to write life insurance 
to-day than ever before; pro- 
vided, the insurance offered is of 
the best quality, and is issued by 
a company founded on scientific 
principles, whose financial 
strength and reputation for fair 
dealing have given it standing in 
the community. 

Every such company is look- 
ing for capable men (with or 
without experience) to represent 
it. There is no line of business 
that yields to the man of char- 
acter and enterprise so certain, 
so liberal and so prompt a 
return. 

There is no business whose 
foundations are more secure, 
and whose affairs can be con- 
ducted with more absolute 
safety, than those of a prudently 
managed life insurance company. 
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Are You a Woman 
and Do You Long 
for Independence? 

Are you unwilling to rely 
upon the charity of friends or 
relatives? If so, have you 
thought of life insurance as a 
profession? It is not only a 
dignified but a public = spirited 
calling. 

Any woman of intelligence, 
integrity, and diligence, can 
soon master it 

Such a woman can earn a 
liberal income while teaching 
others to save. In the very act 
of earning a living she will teach 
men to protect their wives and 
children against destitution; and 
while laying up a capital for 
herself will be teaching other 
women self-reliance and inde- 
pendence. 
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"An infant cannot walk until after many 
failures. More depends upoxi the way the 
agent begins than is generally supposed. 
Men are educated by trial and experience. 
The sooner the agent learns his business the 
greater will be his ultimate success." 
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